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THE ISSUE, SCOPE AND METHOD: AN INTERPRETATIVE OVERVIEW 
Worldwide Foreign Direct Investment (FDI) of what has become known as Transnational 
Corporations (henceforth TNCs) quadrupled from US$ 2,766 billion in 1995 to 
US$10,129 billion in 2005 (UNCTAD, 2006).1  In the developing countries, inflows of 
FDI went up from a low initial level of less than $25 billion in 1990, to US$ 100 billion 
in 1995 and to US$ 173 billion in 1997, and from US$ 179 billion in 1998 to US$ 238 
billion in 2000, registering a tenfold increase between 1990 and 2005.2  
 
The study of the way Host Developing Countries (henceforth HDCs), are affected by 
TNCs, in the debate on the relationship between politics and economics, in the pre-
globalization as in the globalization scholarly era, as this dissertation notes, is evidently 
pervaded with recurring, persistent ideas and reports on the withering away of the host 
state bargaining power, capability to taken action, authority, legitimacy, capacity, 
economic policy autonomy and economic sovereignty. 
 
This dissertation, which has embodied in the title its spirit and substance, takes issue with 
IPE-dominating, state-withering understanding. It pursues the task of showing that the 
political economy of the host state-TNCs relations in an industry like the pharmaceutical 
in a developing country like Egypt, as a single-country case study, is deviant from the 
widely-held view of state-withering in IPE scholarship.3 It seeks to address the research-
guiding Question of whether there is in some developing countries or regions, in the 
explanatory relevance or significance of the state or government in the international 
system, a perceptible continuation.4 Its aim is to acquire valid insights that serve to 
generate useful hypotheses on a core concern of theories of economic development, IR 
and IPE, on the position of the nation-state as the foremost political unit, or the central 
                                                 
1 These organizations are, at times synonymously and interchangeably, referred to as international, 
multinational, transnational or global corporation, enterprise, firm, or company. The present analysis 
adheres to the UNCTAD term of TNCs, except to preserve the original form of denotation.  UNCTAD has 
since 1993 been serving as the centre within the UN Secretariat for matters related to TNCs and FDI. 
UNCTAD’s work is mainly carried out through intergovernmental deliberations, technical assistance 
activities, seminars, workshops and conferences. Prior to 1993, the programme on TNCs was carried out by 
UNCTC (1975-1992) and UNTCMD (1992-1993). 
 
2 See UNCTAD (1999a, chap. 1, pp. 3-31, 2000a, Overview, pp. 1-10, 2002, Overview, pp. 1-48, and 
2006). 
 
3 Single case studies, as a family of quantitative research designs, include disciplined interpretive, 
hypothesis-generating, least-likely, most-likely and deviant case studies (see, on this subject, classic 
political science works such as Lijphart 1971, Eckstein 1975, George and McKeown 1985, and King, 
Keohane, and Verba 1994). 
 
4 The term state is generally used to refer either to country as a juristic entity, as in the statement ‘member 
states of the United Nations,’ or to government, as the structure in charge of making binding decisions; it is 
however increasingly used to identify the ‘structures of command (authority, power, coercion) that impinge 
upon society’ (Sartori, 1987: 279). The state is more or less the equivalent of government in the World 
Development Report (World Bank, 1997). The term state in this study will almost be synonymous with the 
government.  
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actor, against a backdrop of rapid and widespread social, economic and technological 
changes.  
 
The remainder of this introductory part provides an interpretative overview of the IPE 
debate and principal problematique, before outlining key theoretical claim, central thesis, 
specific objective and analytical framework. It also sketches the research strategy and 
organisation of the dissertation. 
 
IPE debate: The HDCs-TNCs interaction  
It seems that on the normative and explanatory relevance, or significance, of the nation-
state in the international system, emerging (and re-emerging) since the nineteenth 
century, between ‘state-withering and state-maintaining schools,’ are series of ‘quarrels’ 
that were instrumental in the development of ‘much of IR theory’ (Navari 1991: 143). 
During the past two decades, the debates became more intense and broader, enriched by 
various theoretical and empirical contributions, at a time when the term ‘globalization’ 
entered the standard vocabulary in academic circles, as one of the principle ‘buzz words’ 
in international studies (see Hout, 1996: 164), or a ‘new catchword’ in the ‘jargon of 
international business and state policy-making’ (see Ruigrok and Van Tulder, 1995: 
119).5  Noticeably, for many social scientists from ‘Adam Smith to contemporary neo-
Marxists,’ the ‘kind of state activities most fascinating’ have been [i]nterventions into 
economic processes’ (Evans et al, 1985: 39), owing to the inevitable clash of the 
fundamentally opposed logics of the political (or state) and the economic (or market) 
(Jordan, 1985: 272-73, and Underhill, 2001: 14). Whereas the ‘logic of the state is to 
capture and control the process of economic growth and capital accumulation,’ the ‘logic 
of the market is to locate economic activities where they are most productive and 
profitable’ (Heilbroner, 1985: 94-5).6   
 
Though politics and economics were known to have noticeably influenced each other in 
the course of development of world affairs, conditions of economic development (and 
underdevelopment) and paths of war (and peace) belonged in the study of IR to two 
distinct spheres of inquiry, in terms of concepts, analytical variables and causal 
relations.7 Nevertheless, the ‘question of which is the determinant factor in international 
relations - politics or economics,’ as Dougherty and Pfaltzgraff pointed out, became in 
more recent decades one of IR’s ‘most important issues’ (1997: 250). As the study of the 
international political economy has noticeably become appreciated in research in main 
stream IR theory, as well as in applied policy analyses, IPE developed from a sub-field of 
                                                 
5 In 1990, for example, in renowned business and economics journals, some 670 articles were published 
that had the word global or globalization in their titles, up from only 50 in 1980 (Cohen, 1991: 1). See, on 
the debate on the condition of the state in the context of the globalisation thesis, for example, Chang and 
Rowthorn (1995), Clark (1999), Helleiner (2001) and Seabrooke (2002). 
 
6 States work according to ‘peremptory administrative methods,’ while markets function by means of 
‘discretionary choice and adjustment’ (Harik, 1997: 196). 
 
7 On the evolution of the study of politics-economics relationship see, for example, Cropsey (1960), 
Oppenheimer (1980), Staniland (1985) and Gilpin (1987, chap. 1, pp. 8-24). 
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IR to a challenging domain with a life of its own (Veseth, 2004).8  IPE theories or 
impressions, which search for ‘scientific descriptions’ of how the world ‘does work,’ and 
how it ‘should work,’ based on distinctions between individual, society, and state (Gilpin, 
1987: 26), deal with the mutual interaction of international politics and international 
economics (Veseth, 2004), or the ‘reciprocal and dynamic interaction in international 
relations of the pursuit of wealth and pursuit of power’ (Gilpin, 1975: 43), or between the 
market economy and a system of competitive states, the two fundamental social 
structures, institutions, realms or entities of the modern world order (Wallerstein, 1979: 
273, Gilpin, 1987: 11 and Underhill, 2001).9  Between them, on the ‘appropriate roles of 
Markets vs. States,’ as Nissanke and Thorbecke pointed out, there has long been a 
‘fiercely contested debate’ (2005: 2).10
 
In IPE studies, in a world system of sovereign nation-states, essentially concerned, 
according to their logic, with competence and faculty, the focal  point became the effects 
of the increase in international activity, in ‘every dimension of economic life,’ both in 
‘absolute terms and relative to the level of national activity’ (Safadi, 1997:19, and Isaak, 
1995). The focus is on ‘several dozen immense corporations,’ which as Gilpin remarked, 
were expected more than two decades ago, may be in more ‘exuberant moments,’ to 
‘virtually control the world economy’ (1987: 231).  
 
The number of TNCs, on which data inconsistencies are not uncommon, were reported to 
have reached at the turn of the century the staggering figure of 65,000 with 850,000 
foreign affiliates that employed in 2001 about 54 million employees, compared to 24 
million in 1990, and FDI registered in 1998 an annual growth rate of 39 per cent, the 
highest since 1987, to ‘span virtually all countries and economic activities’ (UNCTAD, 
                                                 
8 The division between International Politics and International Economics began to clear up during the 
1970s, when a number of dramatic events in the international system, notably the oil embargoes and the 
breakdown of the Bretton Woods monetary system, revealed how the two fields of study are intertwined 
(Veseth, 2004). 
 
9 See also Oppenheimer (1980: 121) and Balaam and Veseth (1996: 15). For a general overview of IPE see, 
for example, Frieden and Lake (1995, Introduction, pp. 1-16) and Underhill (2001). 
 
10 Even if there is the ‘need to take a radical step beyond insistence on the interaction or interdependence of 
states and markets,’ to see them as ‘embedded together in the wider social whole,’ as ‘state-market 
‘ensemble’ or condominium,’ there is still a ‘case for maintaining the analytical distinction for the sake of a 
better understanding’  (Underhill, 2001: 7). Although commonly referred to as a ‘nation-state system,’ the 
world polity has never been in a condition in which virtually all nations have states of their own, or all 
states congruent with the nations they purport  to represent (Brown, S., 1996: 114). A market is the co-
ordinating mechanism where forces of supply and demand in an economy determine prices, output and 
methods of production (Boyer and Drache, 1996: 3). The contemporary world market - around since the 
second half of the 18th century, along with the industrial revolution, currently incorporating, following the 
collapse of the Soviet bloc, almost all national economies - is distinguishable by industrial capital, and 
social relationships between owners of capital, workers and intermediaries, via a complex set of political 
and financial institutions (see Polanyi, 1957). The world market, with its profound transformations, 
affecting, and  influenced by, political developments, has been at the core of complex theoretical and policy 
issues, analysed by generations of scholars, including classical political economists (Adam Smith and 
David Ricardo), and Karl Marx (see Underhill, 1994: 17-44). 
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2002, Overview).11   The substantial increase in developing economies in the volume and 
in geographical scale of business operations of TNCs is driven by two sets of factors: the 
first is related to the developing countries themselves, which as explained in Dorraj’s 
Changing Political Economy of the Third World,  sought to ‘abandon the inward-looking 
nationalist, populist, and socialist policies of the past,’ after the failure in the practice of 
‘heavily-interventionist’ models of economic development, and to ‘embrace outward-
looking approaches in their trade and development strategies’ (1995: 3), and ‘globally 
oriented economic policies’ (Dunning, 1993: 611), with more openness to external trade, 
finance and technology (UNCTAD, 2000b: 3). Their approach to foreign investment, 
which has traditionally reflected ‘considerable suspicion and reservation’ (Lall, 2000:2), 
turned into reconciliation, and the situation, as a monograph on the New Climate in the 
Third World concluded, became ‘quite different at the late 1980s’ (Wallace, 1990:2).12  
They announced ‘considerable institutional and policy changes’ (El-Rifai, 1993: 57), and 
reforms in private investment regulatory regime (El-Naggar, 1993, Gereffi, 1996: 74, and 
UNCTAD, 2002, Overview), to make the ‘overall economic environment more attractive 
for foreign investors’ (El-Rifai, 1993: 57).13  The second set of factors is related to the 
changes in the organizational and operational requirements of intra-firm transactions and 
inter-firm competitions, and the capacity of to move more rapidly and with higher 
intensity commerce and industry across borders (Dunning 1993, and UNCTAD, 
2000b).14
 
TNCs, in numerous fields of study, were noted for playing in most modern and dynamic 
industries an ever-greater role, as the ‘main agent of international production’ 
(UNCTAD, 2001: 3), in ‘a complex web of interlocking relationships’ with host countries 
                                                 
11 FDI growth rate has been higher than the average annual increases in world exports and in world GDP. In 
the period between 1983 and 1989, for example, when world exports and GDP registered annual growth 
rates, on average, of 9.4 and 7.8 per cent respectively, per annum increase in total FDI was as high as 28.9 
per cent (Petrella, 1996:  73). 
 
12 There were also the expansion in internal markets in many developing countries and more convergence 
in national patterns of consumer demands (see Gereffi, 1996: 74-76 and UNCTAD, 2002: 7), as well as the 
advise (and pressure) by developed countries and multilateral institutions (for resolving the debt crisis) for 
more liberal policies and more receptive attitudes to foreign investment (Stopford, 1999), which constituted 
one of the pillars of the plan for debtor countries made in 1985 by James Baker (US Secretary of State) 
(Spero and Hart, 1997: 266). See, on adjustments in development strategies and trade policies in developing 
countries, Lipsey (1997) and contributions in Handoussa, H. (ed.) (1997). On the changing scenario of their 
position on foreign investment see Dunning (1993: 554-59). On the changes in the policy of India, a large 
developing country traditionally less receptive to TNCs, see UNCTAD (1992). 
   
13 For example, out of 103 developing countries surveyed in the mid-1990s, only 4 did not offer some kind 
of incentives to investors, and 59 out of 83 countries provided outstanding fiscal incentives (UNCTAD, 
1995b). 94 per cent of 145 foreign investment policy changes made by 60 countries in 1998 were in the 
direction of creating more advantageous conditions for investors (UNCTAD, 1999: xviii). In 2001, 71 
countries made 208 changes in FDI laws, with 90 per cent aimed at establishing more favourable 
investment climate (UNCTAD, 2002: 7). 
 
14 Significant were the rise of foreign investment by large firms from East Asian and other developing 
economies, and the advances in Information and Communication Technology (see Gereffi, 1996: 74-76 and 
UNCTAD, 2002: 7).  
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(Gilpin, 1987: 261), at the ‘heart of an interaction between the process of 
internationalization’ and the ‘structure and working of national political economies’ 
(Sally, 1995: 3). With their most distinctive characteristic, or logic the movement beyond 
the initial overseas ventures of exporting industrial products, and the undertaking of 
equity and non-equity investment outside home bases, in other (host) countries (Caves, 
1996) that entail the transfer ‘in theory at least,’ various ‘activities and resources across 
state boundaries on a large scale’ (Little and Smith, 1992: 6), the impact of the large 
TNCs on the relevance and effectiveness of state-level functions in society and economy 
captured the attention of politicians, government officials, journalists and labour leaders, 
supporters as well as critics of foreign investment, and became a major theoretical 
question and policy issue in IPE as in IR and sociology (see Leaver, 1994, Rennstich, 
2002, and Nissanke and Thorbecke, 2005). Foreign investment was regarded as a threat 
to national sovereignty as early as the 1960s, in the new-found studies on the expansion 
of US TNCs, and its association with US’s hegemonic power, and with its foreign policy 
(see Vernon, 1968 and 1971, and Gilpin, 1975). The large corporations, in more recent 
commentaries on world politics, lead the ‘process of globalization’ which they find as a 
significant, real historical change, and ‘one of the most critical developments affecting the 
evolution of national economies’ (Nissanke and Thorbecke, 2005: 1). They, as ‘global’ 
corporations, for the ‘global economy’ enthusiasts, form a ‘threat to national economic 
autonomy’ (Mitchell, 1992: 180), render economic sovereignty a ‘historical matter’ 
(Dalby, 1998: 307), and bring about the end of the nation-state (Guehenno, 1995). The 
‘global dominance of small number of pharmaceutical corporations,’ in the ‘present system 
of global governance,’ under the global legal system of WTO for patent protection, is in the 
opinion of Baskaran and Boden a ‘clear example’ that illustrates the ‘erosion of nation 
states’ autonomy’ (2006: 10 and 13).15   
 
TNCs, it was once explained, lead to the erosion of the power of the nation-state in their 
role as a medium, through which the politics, laws, foreign policy and culture of one 
country intrude into another, which has effects in a variety of ways on national political 
and economic instruments (Hymer, 1972, 113-40). They, it is thought, establish on 
national authorities’ policy decisions ‘actual or potential constraints’ (Root, 1994: 640), 
resulting in a ‘reduction’ in their ability to make their own decisions and to implement 
them (see Dicken, 1998: 262), and in their capability to ‘preserve national security insofar 
as that takes on an economic expression’ (see Hocking and Smith, 1995: 107). 
 
The high concentration of power in TNCs is what has frequently been emphasized 
(Adams and Gupta, 1997: 3), in what seems as a ‘common knowledge’ in IPE literature, 
as Rennstich noted, that the largest ones are ‘even more powerful than many of the 
existing nation-states’ (2002:1). The major state-withering assumption, based on the 
fundamental elements (or variables) upon which depends power, or ‘actorness,’ is that 
                                                 
15 There has been, since the rise of the large TNCs, a proliferation of interest, not only from Marxist 
scholars, in implications of foreign private investment for politics, economics, nationalism, supra-
nationalism, technological progress and ecology, in diverse fields including strategic management, 
economic development, international business and international economics, which began to decrease since 
the mid-1980s, perhaps due to the relative triumph, at the policy level, of the (neo)liberal paradigm 
advocating the benefits of foreign capital (see Dunning, 1993, chap. 19, pp. 528-43).  
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many large TNCs have acquired ‘actorness’ that compares favourably with that of the 
state, and provides advantage over the state (see Hocking and Smith, 1995, chap. 6, pp. 
95-117), owing to the ‘scale of their activities’ and the ‘complexity of their transactions’ 
(Willetts, 1997: 293), notably their capability to use resources at the cross-country level 
(see Hocking and Smith, 1995: 95-117), ‘cohesively and strategically’ (Jones, 1995: 176).  
 
TNCs, in most state-withering prescriptions, are reported to have ‘a number of potentially 
decisive advantages’ (Jones, 1995: 176) particularly in developing countries, whose 
governments ‘perceive threats to their autonomy more seriously than governments of 
developed economies do’ (Hood and Young, 1979: 195), and where the question of 
national power is ‘more pronounced’ (Clark and Chan, 1995: 112). One of the first, 
prominent contributions to the theory of the TNC by Hymer, a Marxist analyst, also 
reported on the loss of developing countries ‘national independence’ (1972, in particular, 
pp. 113-40). More has since been written on the difficulty to compete against such 
powerful actors from the developed world that the developing economies find (Torres, 
2001). Such countries, it is believed, have ‘weak governments and societies’ (Clark and 
Chan, 1995: 112), ‘poorly co-ordinated states’ (Jones, 1995: 176), and in terms of 
bargaining power relations ‘a weak bargaining position’ (Hood and Young, 1979: 195), 
in comparison with TNCs that have ‘a strong bargaining power’ (Clark and Chan, 1995: 
112). Their host states’ presumed ‘weak bargaining and regulatory capabilities,’ is 
thought to allow TNCs, which ‘tend to dominate key sectors of the economy’ (see Tarzi, 
1995: 155), to ‘control the developing countries, both through their activities in the host 
state and through the terms of trade with which they conduct business between the home 
state and the host state’ (Jones, W., 1988: 20). There is a balance of bargaining power, it 
is assumed, which permits the ‘unequal distribution of benefits or abuse of market power 
by TNCs’ (Lall, 2000:8). TNCs, in such a view, became rivals to the nation-state 
(Anderson, 1996), and challengers of the basis of state dominance (see Hocking and 
Smith, 1995, chap. 6, pp. 95-117).  
 
Principal problematique 
As the preceding analysis shows, although ‘leading theorists’ in the main strand of 
political thought in IR and IPE, as Dunne noted, ‘continued to view the world through 
realist lenses’ (1997a:110), which mark as the ‘most striking feature of the world’ its 
‘domination by states and their governments’ (see Hocking and Smith, 1995: 7), ‘[m]any 
scholars,’ as Veseth remarked, ‘argue that a combination of events has weakened the 
state, either absolutely or through the relative strengthening of other forces and actors’ 
(2004: 5). Although one still finds those who insist that the state remains ‘vital to the 
efficient performance and growth of the economy’ (Nugent, 2002: 77), and without it, the 
‘sophisticated economic and social network’ of ‘present-day societies’ are ‘hard to think 
of’ (Stiglitz et al, 1989, Introduction), the fervent claim of scores of writers, who are 
enamored with  ‘The Death of Distance’ (Cairncross, 1997), is that ‘national sovereignties’ 
as a result of ‘globalisation’ are ‘transcended as national geographic 
boundaries/territorialities are breached in a variety of ways’ (Baskaran and Boden, 2006: 1).  
  
It seems that in the ‘contemporary scholarship in IPE,’ as Weiss and Hobson stated, the 
‘idea of the autonomy of the political’ remains a ‘deeply uncomfortable one’ and there is 
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a striking failure to ‘escape an economistic logic’ (1995: 2); there is in the study of the 
HDCs-TNCs interaction, an engrossly non-particularistic view, without any qualifying 
factors, in which for all developing countries, TNCs have ‘far reaching implications’ (see 
Dicken, 1998: 245), a ‘pervasive influence’ (see UNCTC, 1991: iv), and a ‘major impact’ 
(Willetts, 1997: 293); with the TNCs, according to it, will interact and will be affected 
large as well as small developing countries (UNCTC, 1991: iv). It excludes from state-
withering effects of TNCs only the ‘few established industrialized countries’ (Rennstich, 
2002: 2).  
 
This dissertation, however, notes that this state-withering reading of IPE, economic-
deterministic, holistic and undifferentiating as it is, inevitably overlooks or 
underestimates, unjustifiably, on the relationship between developing countries and 
TNCs, a number of highly relevant, interrelated observations: 
 
(1) On TNCs, as the Indian editors of IFD-Enews Bulletin, in the inaugural issue of 
December 2001, concluded, there are ‘widespread negative perceptions among 
developing countries.’16  TNCs have long been branded as vehicles of exploitation that 
reinforce the dependence of the developing world on the industrialized economies, retard 
social and economic development, precipitate stagnation (and according to some, 
reproduce the core-periphery relationship that has invariably disfavoured regions and 
countries in the periphery); they, however, in another part of the literature, advance 
economic interdependence, foster co-operation, and lead to the transfer of essential 
resources that stimulate economic growth.17 Their impact on social fabric, patterns of 
consumption, income distribution, balance of payments, local industry and acquisition of 
resources, notably in development studies and the field of North-South relations, 
generated a ‘large number of conflicting arguments and positions’ (Jenkins, 1996: 440). It 
is well-recognized that while some countries or regions, notably the Asia-Pacific region, 
have generally benefited from foreign capital in fostering economic development, others, 
like Latin America, mostly experienced negative consequences.18 The economic 
autonomy is not always lessened by TNCs, which at times increase it, and other times 
change its form (Dunning, 1993: 533). In the vast literature on TNCs and national 
development goals, as Hood and Young rightly pointed out, definitely ‘no clear 
generalizations are possible’ (1979: 222). TNCs not only have been lauded as much as 
                                                 
16 IFD-Enews is the quarterly e-newsletter of Investment for Development (IFD) project of CUTS Centre 
for International Trade, Economics and Environment in Jaipur, India (http://www.cuts-international.org). 
 
17 Critical of TNCs have been the dependency analysts [e.g. Dos Santos, Cardoso, Sunkel, Cardoso, Falletto 
and Valenzuela], in addition to scholars from Europe with globally-oriented sociological-structural models 
(e.g. Galtung and C. Chase-Dunn); from Africa and other developing countries, focussed on ‘post-colonial 
centre-periphery relations’ (e.g. Amin and Arrighi); economists, political scientists and sociologists-mainly 
from US (e.g. Hymer, Moran, Barnet, Muller and Evans). Positive effects of private foreign investment are 
posited in the traditional neo-classical approach (e.g. Todaro 1989 and Freeman, 1981) and the 
modernization thesis [e.g. Almond, Rostow, Gerschenkron, and Pye]. On the differences between pro-
TNCs and anti-TNCs on implications of corporate business undertakings, especially in relation to 
efficiency and market imperfections, see Jenkins (1987: 17-37 and 1996: 439-59) and Warhurst (1998). 
 
18 See Wade (1990 and 1996), Cardoso (1972 and 1973), and Cardoso and Faletto (1979). 
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(2) There is no precise method of specifying what would happen if a TNC had not made a 
particular investment, as a ‘counter-factual,’ and the attributes associated with foreign 
investment are complicated to separate and quantify, making it very difficult, if not 
impossible, to measure accurately their economic effects (Lall, 2000: 5). Furthermore, the 
effect of TNCs on the economic autonomy of nation-states, as a renowned researcher 
after for more than three decades in the field concluded, ‘cannot be easily assessed’ 
(Dunning, 1993: 533).  
 
(3) There has been in the ability to attract (or magnitude) of inward foreign investment, 
and in the nature and make up of investment, a clear polarization among developing 
economies (Marton, 1986: 15, and Hart and Prakash, 2000: 268), as a feature of the 
international economy, which ‘persists, and in some cases increases, overtime’ 
(UNCTAD, 2001: 3).19  The complex package of foreign investment varies not only over 
time, but also from one host country to another (Lall, 2000: 5), and the difference in the 
form of foreign investment and technology transfer across developing countries is well-
known (Lall and Streeten, 1977, Marton, 1986: 15, Safarian and Bertin, 1987 and 
UNCTC, 1990b).20  There is empirical evidence that the use of forms of technology 
transfer in manufacturing widely varies not only from one industry to another, but also 
from one county to another (Oman, 1984b and UNCTC 1994).  
 
(4) Between developing economies, during the past thirty years, there have been striking 
(and growing) differences in the ‘ability to compete and grow’ (Lall, 2000: 21), in types 
of governmental responses to changes in the international, or global, economy, and in 
                                                 
19 In 1988, when developing nations received some 21 per cent of total inward direct investment, 4 
countries (Brazil, Mexico, Indonesia and Singapore) accounted for 35.70 per cent of the total foreign 
capital stoke in developing countries (Dunning, 1993: 19 and 20). ). In 1990, 74 per cent of the total 
amount of FDI flows to developing countries went to the top ten newly-industrializing economies that 
command large markets and/or serve as dynamic export platforms (Singapore, China, Malaysia, Mexico, 
Thailand, Taiwan, Indonesia, Brazil, Argentina and Egypt) (UNCTAD, 1996: xvii). In 1995, South, East 
and South-East Asia continued to be the largest host developing region, accounting for two thirds of all FDI 
inflows to the developing world, with China as the largest recipient country since 1992 (UNCTAD, 1996: 
xvii).  In 2001, the five largest recipients attracted 62 per cent of total inflows to developing countries 
(UNCTAD, 2002: 10).  
 
20 The term ‘transfer of technology,’ which generally means a sustained enterprise to enterprise relationship 
necessary to reproduce production capabilities at the desired level of quality standard and cost efficiency 
(Baranson, 1976 and 1978), has more recently been used to refer to the ‘transnational migration of 
knowledge’ (Jones, 1997: 172). It is as a complex term, owing to the nature of technology (an intangible 
product) and the existence of different transfer channels, as well as the difficulty inherent in monitoring it 
(Chen, M. 1996: 4-5).  In the context of this study, it denotes the transfer from TNCs to the host countries, 
of the ‘stock of knowledge (technical or management) used in production and marketing’ (Chesnais, 1986).  
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implications of globalization for states’ economic sovereignty.21  What is happening is 
that ‘as markets and economic relations are becoming increasingly globalized, all states 
are not becoming correspondingly less important in terms of autonomy,’ but ‘[s]ome are 
some are not’ (Potter, 1992: 232). It means, as Van Kersbergen rightly remarked, that the 
‘idea that economic challenges and hazards of globalization are identical for all national 
political systems is wrong’ (1999: 81).  
 
The above-mentioned observations, on the heterogeneity in dynamism of the state-market 
relations, confirm that markets by themselves ‘are not enough to promote sustained and 
rapid growth’ (Lall, 2000: 21), Governments in developing countries are often impelled 
by structural changes to seek the benefits of cooperation with TNCs, but within the 
constraints of each country’s history, economic resources and social structures, as 
explained in Rival States, Rival Firms by Stopford and Susan (1991). The ‘rate of 
economic growth,’ as studies on the politics of development elaborated upon, ‘depends 
primarily upon any given country’s political capacities’ (Henry and Sprinborg, 2001: 63). 
It means that in any analysis of the state-market relationship, given the division of the 
world into national states, remains extremely important the ‘State Framework’ (Maddy-
Weitzman, 1997). 
 
Furthermore, this dissimilarity in IPE trends show that for the ‘processes of change,’ one 
‘can say there will be some common content in the outcomes,’ but has to remain ‘far from 
arguing that there will be one common outcomes’ (Almond, 1968: 36). It indicates that 
the ‘responses of elites’ clearly ‘differ from one country to the next’ (Almond, 1968: 36), 
since there is, at any particular era, or any given juncture of time, a variety of state, which 
is one of the main challenges for comparative politics in explicating similarities and 
differences in politics, political ideas and institutions, and economic structures and 
processes (Mayall, 1991).  
 
There has always been across temporal and geographical space, among existing states, as 
institutions and organizations, ‘no necessary trend towards uniformity of type’ since 
some are ‘formed in the entirely different context of an earlier historical period’ (Collins, 
1968: 67). Even though evolving technological and social conditions have no doubt 
implications for the internal and external environment, forms and functions of the state, 
which might show a combination of different, history-contingent configurations or 
structures, in each country, a particular type of national political-economic system 
prevails, typically characterising its actual polity, economy and state-civil society 
relationship, (Lapidoth, 1992 and Keohane, 1995), and the ‘core of any state,’ as the 
‘[a]dministrative, legal, extractive, and coercive organizations,’ is ‘variably structured’ 
(Skocpol, 1985: 7).22   
 
                                                 
21 See Henry and Springborg (2001), and contributions in Dunning (ed.) (1997). 
22 State configuration, which represents ideal type, has not remained in a static condition. Following the 
collapse of the Soviet-led political-economic system towards the end of 1980s, for example, the number of 
countries that can be placed in the plan-ideological category (characterized by state’s ownership, control 
and highly centralized planning) became very much smaller (Mayall, 1991).   
 
 9
Thus, in IPE, since the Latin American state, for example, is not at all like an African or 
an Asian one, and the Western European states could not be compared with those in 
Eastern Europe (Benachenhou, 1992:7-13), and we inescapably ‘begin with the enormous 
variety of cultural and structural starting points’ (Almond, 1968: 36), as researchers in 
comparative political sociology inform, the state, as a concept that signifies a ‘social 
system’ largely developed by Western analysts, is ‘not applicable to non-Western 
societies,’ and its ‘general usefulness seems to be doubtful’ (Eberhard, 1968:16).23  What 
should be taken into consideration in every perspective on the relationship between 
globalisation and regionalisation, for example, as Bull urged, is the ‘variations across 
regions of state forms as well as across time’ (Bull, 2004).  
 
The preceding analyses, in sum, certainly expose in state-withering perspectives on the 
impact of TNCs, or the larger-scale, general process of change in the international 
political economy, the conceptual and analytical problematique of putting in one basket, 
as a largely homogenous group, various developing countries and regions, known to have 
largely different, location-specific geography, historical and social inheritance and 
circumstances, and internal political economy features. 
 
Key theoretical claim and central thesis 
The theoretical claim this dissertation makes is that across various countries and regions, 
each with its own particular national or regional political economy, as the outcome of a 
unique constellation of underlying location-specific factors, which are natural, historical 
and socio-cultural, the continuity (or loss) of the explanatory relevance and significance 
of national interest, nation state, borders and territory is different, unreceptive to 
systemic-economistic generalisation.24  
 
TNCs like the pharmaceutical, it must be conceded, are large and powerful, in control of 
most modern R&D, patents and trademarks (Ballance et al, 1992, and Eren, 2003), in 
pharmaceutical market that is highly expansive, internationalised, or globalised (Baskaran 
and Boden, 2006).  Moreover, in Egypt, a developing country at the heart of the MENA 
region,25 the economy is small and poor, by developed countries standards (CIA World 
Factbook, various editions), with high unemployment rate (Fawzy, 2002) and centuries-
                                                 
23 On the problem of perspective in the study of state and society in comparative political sociology, see 
contributions in Bendix (ed.) (1968). 
 
24 The ‘national interest,’ which is used as a justification of state action, is the common good of the national 
society (Clinton, 1991: 47-58). It is served by preferences which ‘do not consistently benefit a particular 
class or group, and they can last over an extended period of time’ (Krasner, 1978: 10 and 43). It is not 
uncommon that in each country several competing domestic interest groups, with different goals and 
approaches to foreign capital, are involved in negotiations with TNCs. However, mainly for the sake of 
simplicity, particularly in the analyses of bargaining power relations, a host country is regarded as a single 
entity. 
 
25 In this dissertation, the term ‘Middle East and North Africa’ is used in a socio-political rather than 
geographic sense, incorporating only Arab-Muslim countries of the region, while excluding other non-Arab 
and non-Islamic countries like Turkey, Iran and Israel, which are also referred to in some geographic 
classifications as Middle Eastern countries. 
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long dependence on foreign capital and technology (USDOC, 2002, and El-Shinnawy and 
Handoussa, 2004). Its state-controlled, socialist-oriented economic system is said to be 
since the mid 1970s undergoing extensive liberalisation and privatisation reforms in a 
much-heralded transition to a free market (Mursi, 1976, Hamid, 1997, and al Ahram al 
Iqtisadi, various editions). Apparently, in the pharmaceutical sector in Egypt, TNCs are in 
a more advantageous position, and the political economy of the host state-TNCs 
interaction, in terms of the IPE debate, is seemingly more concurrent with existing state-
withering hypotheses. The pharmaceutical sector in Egypt, as the case study, taken at face 
value, in methodological terms, given the hypothesis put forward here, appears as a 
‘hard’ case, unlikely to offer sound counter-claims to state-withering postulates, or lend 
support to the key theoretical claim of the dissertation.  
 
 
Nevertheless, this dissertation has reason to believe that the evolution of the 
pharmaceutical industry in Egypt, contrary to earlier prediction, is poised to cast light on 
the logic and contrary evidence of what would represent a counter-intuitive or ‘deviant’ 
case; in the pharmaceutical market in a developing country with a large, poor and 
growing population like Egypt, the configuration and behaviour of the host state 
exemplify a case of continuous external economic sovereignty, defined as the relative 
freedom to choose how best to manage national economies (and resources) for wealth 
creation in dealing with major forces outside state boundaries.26  Its central thesis is that 
firstly, in a market like the pharmaceutical, for vital products with direct effect on human 
life, more than all other commodities, the host state in HDCs is expected to be more 
induced to exert the moral and political logic, frequently in opposition to the logic of the 
large pharmaceutical TNCs. It is, in order to reach domestic objectives and preferences, 
often at risk, or challenged, by corporate specific pharmaceutical R&D, production and 
marketing strategies and practices, more in search of sustaining the necessary bargaining 
power, and external economic sovereignty. Secondly, and more importantly, Egypt, like 
other MENA countries, as the work of a number of native and foreign scholars 
demonstrates, had a particular course and orientation of state-society interaction and state 
formation.27 There developed what I call the ‘Islamic-Arabic State’ (henceforth IAS), a 
specific analytical class of state, in terms of structural and operational continuity (or 
resistance to change), in society and economy, in social change and economic 
development. 
 
Specific objective and analytical framework 
I seek, as my specific objective, to throw light on the external economic sovereignty of 
the host state in the pharmaceutical sector in Egypt. State sovereignty, in the sense of 
economic policy autonomy, found an early distinctive application in Vernon’s seminal, 
renowned contribution on the impact of accelerated innovations in the fields of 
communication and transport (in facilitating the expansion and intensification of 
corporate, private business operations) on the state, which had a considerable influence 
                                                 
26 Political sovereignty, the other aspect or facet of sovereignty, is state jurisdiction from the legal point of 
view (see Dunning, 1993: 529, and Camilleri and Falk, 1992: 104-105). 
 
27 Bill and Leiden (1974), Migdal (1988), Metz (1990), Luciani (1990), Farooq (1991), Barakat (1993), 
Ayubi (1995), Henry and Springborg (2001) and Owen (2004). 
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on the development of a particular approach, commonly referred to as the ‘Sovereignty at 
Bay’ (Vernon, 1968, 1971 and 1977). The basic meaning of sovereignty as the capability 
of state to act on its own has been interpreted, among others, as capacity (Hughes, 1990), 
ability to initiate action (Cox, 1987) and autonomy (Mittelman, 1996), while economic 
sovereignty has been applied to describe the room or space for host governments to 
manoeuvre in interactions with TNCs (Reich, 1991, Bienefeld, 1996, Dalby, 1998, 
Dicken, 1998 and Bryson et al, 1999). Economic sovereignty, as the ability of the host 
state to pursue goals that are not simply reflective of the demands or interests of TNCs, in 
Dunning’s writings on impact of TNCs on host states, is understood as economic 
autonomy, economic independence and state capacity (1993, chap. 19, pp. 528-43).  
 
However, it is one thing to recognise the role of political institutions in economic 
development, as a good deal of state-centric, realist-inspired analyses has done, but 
another thing, altogether, to bring out the extent of the external economic sovereignty, 
and the underlying, internal political economy conditions - a tall order that I accept in this 
dissertation for myself. But why is that? The reason is that on this subject remain 
unanswered quite a few questions that make initial comparisons and further analyses 
quite difficult: From what threshold onwards, for example, a foreign equity stake 
represents real influence or threat for economic sovereignty? Furthermore, the TNC, as a 
concept, as Jones noted, is still a relatively vague and controversial, constantly adapted to 
new realities, and is quite difficult to find for it one definition on which there is a 
consensus, with every author adapting it to her or his needs, or to the data that she or he 
has available (1994: 7). 
 
Then, there is no denial that the whole concept of sovereignty, although frequently used 
in theory and practice, as Camilleri and Falk in their The End of Sovereignty? pointed out, 
is encircled with ‘[a] good deal of relatively opaque abstraction’ (1992: 239). Moreover, 
not only sovereignty, but also the state itself, at the centre of the contemporary debate on 
political change, poses as a major concern its definition and ‘exact interpretation’ (see 
van Kersbergen et al, 1999: 12 and 74). The state, reflecting a variety of tendencies and 
articulations, has no single definition on which there is a consensus in the literature, 
which is ‘highly diverse and often confusing,’ since ‘almost every discipline and every 
ideological persuasion has attempted to develop its own theory of the state’ (Clark and 
Dear, 1984: 14). It is used as an essential component of different political vocabularies, in 
a great variety of political situations (Owen, 2004).28
 
The dissertation, amid the inherent difficulty of measuring external economic 
sovereignty, faced the need to identify and apply a less abstract, more measurable 
indicator (and predictor) of it, and to construct for the study of HDCs-TNCs relationship 
an analytical framework different from those in much of the previous research in IPE, on 
the basis of the following pertinent observations: 
 
                                                 
28 On theories of the state see for example Clark and Dear (1984). For a discussion of the scarcity of 
agreement on the state as a concept, see Navari (1991: 1-18), Ferguson and Mansbach (1989: 41-80), and 
Buzan (1991).  
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(1) Technological changes that accelerated in an ‘unprecedented fashion’ (UNCTAD, 
1990b: 1), have dominated the context of transformations in the ‘structure and the nature 
of the international markets’ (Bitzenis, 2003: 94), ‘influencing and affecting the prospects 
of international trade and development’ (UNCTAD, 1990b:1). They are considered as ‘a’ 
or ‘the’ prime mover in the international political economy (Sanders, 1983: 307-310), 
shaping international diplomacy (Juma, 2005), and the issues related to them are regarded 
as the ‘most important ones’ (Gilpin, 1987: 211-2). Scientific revolutions in technology 
and industry, thought to have produced ‘a wide range of impacts on a global scale,’ are 
seen as ‘threatening the state,’ or as the greatest threat to autonomous state action 
(Anderson, 1996: 72).29
 
(2) Between the developing countries and the industrialised economies (home to most 
TNCs) there is a ‘growing gulf’ in indigenous technological capacity, as ‘a major source 
of concern for decades’ (Juma, 2005). Although some developing nations, especially the 
recently industrializing ones, have relatively strengthened local capabilities in certain 
sectors, many ‘tend to lag in the use of technology,’ apply ‘outdated’ technology, often 
with ‘relatively low efficiency,’ and their ‘technical inefficiency and obsolescence,’ 
despite lower wages that can compensate for part of the productivity gap, lower the 
quality of their products and ‘limit their ability to cope with new market demands’ (Lall, 
2000: 7). Their governments have been seeking greater access to foreign know how 
(McIntyre and Papp, 1986, UNCTAD, 1990b: 42 and Feinberg and Majumdar, 2001), 
which determine - together with the state of local R&D, and the relation between the two 
- the level of any country’s technological capabilities (Kumar, 1987). In their national 
economic development plans, one of the main guidelines is the promotion of the transfer 
of technology, and the building of the capacity to receive and absorb it.30  They are given 
advice by UN organisation for the design of policies that rely on an understanding of the 
technology development process, the role of TNCs in this process, and their interactions 
with local learning (UNCTAD, 1999: 196-197). For them, the challenge is to ensure that 
concerning technology transfer, the most appropriate decisions are taken, and relevant 
policies and mechanisms are put in place (UNCTAD, 1990b, and Mudenda, 1995). 
 
(3) In most developing countries, the ‘vigorous revival of interest in FDI’ (El-Naggar, 
1993: 8) was significantly influenced by the ‘widespread agreement’ that it is ‘beneficial’ 
(Wallace, 1990:2), as a ‘vital resource for development’ (Lall, 2000: 5), as an ‘important 
channel for obtaining access to resources for development’ (UNCTAD, 1999: xxvi) 
including capital, technology and access to markets (UN TCMD, 1992:1).31  For them, 
FDI became ‘a predominant source of international finance’ (Jong and Vos, 1994: 1), or 
the ‘largest source of external finance,’ being ‘more stable than portfolio investment and 
                                                 
29 See, on threat of technology for economic sovereignty, Lall and Streeten (1977) and Dunning (1993). 
 
30 See UN TCMD (1992, esp. chap. III, pp. 29-50) and UNCTAD (2001, chap. V, pp. 163-95). 
 
31 Attendees, including two (then) communist, and nine Third world representatives, at a UN-sponsored 
high-level roundtable on the UN Code of Conduct on TNCs in Montreux, Switzerland, in October 1986, 
unanimously concluded that TNCs can make a considerable contribution to development by providing the 
necessary resources (UNCTC, 1986b: 9).  
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bank lending’ (UNCTAD, 2000: 3). All, ‘[e]ven diffident nations,’ are urged to ‘embrace 
multinational suitors,’ as Stopford and Susan pointed out, by ‘[b]usiness infrastructure 
changes (e.g., in financial markets), and the rate (and nature) of technological change and 
managerial know-how’ (1991: 570); by their ‘desire for advanced technology’ (Spero and 
Hart, 1997: 267), the main contribution of TNCs, as the ‘largest single element in FDI 
and its dynamic sector’ (Fieldhouse, 1995: 168-172).32   
  
(4) Developing countries, in dealing with TNCs, which play an important role in the 
generation, transfer and diffusion of technology, need to consider the market for 
technology and the determinants of transfer (UNCTAD, 2001d). TNCs, ‘unlike many of 
their domestic or smaller competitors,’ are able to ‘facilitate knowledge- and technology 
transfer in coordination with their value-creation capabilities’ (Rennstich, 2002: 4). 
However, technology, in the form of patents and brands, managerial and marketing 
expertise and entrepreneurial skills, are the most significant intangible assets, attributes, 
or resources of TNCs (Caves, 1982: 3-8 and Fors, 1996: 1).33  They are crucial in 
securing their competitive market position and adequate returns, and are ‘not handed over 
to other firms’ (Dicken, 1998: 248). American TNCs, for example, were traditionally 
against the release of industrial technologies, particularly unique and propriety 
information, and resisted sharing them (believed to weaken or erode corporate 
competitiveness in world markets), demonstrated a series of studies (Baranson, 1970, 
1976, 1978 and 1981). TNCs may transfer the results of innovation performed in 
advanced industrial countries, but not the innovation process itself (Lall, 2000). 
 
(5) Fair or equitable division of investment surplus is out of question (UNTCMD, 
1992:1-9), with the transfer of technology and patents, and its social and economic 
aspects, creating ‘different - often conflicting goals pursued by nation states on the one 
hand and TNCs on the other’ (Dicken, 1998: 262). TNCs’ ‘[p]rofit-maximizing 
investment, production and marketing strategies’ are in ‘conflict with the growth, 
employment and other economic objectives of the governments’ (Ellis, 1990: 7-8). 
Technology transfer has been a contentious issue in industry, business and policy circles, 
as well as in international organisations.34 There have been calls since the 1970s, with the 
                                                 
32 Statistical information from the UN shows that the total technology trade of the world amounted to US$ 
3 billion in 1965, increasing to US$ 11 in 1975 and surpassing US$ 40 billion in 1985; a growth rate of 
thirteen times in twenty years (cited in Chen, M., 1996: 1). 
 
33 Technology, knowledge, information, know-how or intangible capital, have been defined from different 
angles. However, the ‘two key words are always knowledge and production and the key concept is 
knowledge useful in production’ (Chen, E., 1994: 2).  For a useful discussion of the concept of technology 
see Chesnais (1986).   
 
34 Notably since 1961, following a UN resolution proposed jointly by Brazil and Colombia, in response to 
complaints by Latin American countries about the monopolistic power of TNCs in imperfect technology 
markets, special commissions and study groups, to monitor and report on issues of international technology 
transfer, have been set up by the UN agencies. During the 1970s, the role of TNCs in the transfer of 
technology in less developed economies became important items on the agenda of the New International 
Economic Order (see Weaver and Jameson, 1978, McIntyre, 1986: 15, Chen, E., 1994: 1-2 and Chen, M., 
1996: 252-65). 
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‘accelerating awareness of the economic interdependence of nations,’ to treat technology 
transfer as ‘a separate field of inquiry,’ due to its ‘central role in international relations’ 
(McIntyre, 1986: 13). More recently, following the adoption of WTO’s highly politicised 
agreement on TRIPS at the end of Uruguay Round of world trade talks in 1994, the 
protection of IPRs and patents became a major issue in international economic relations 
and North-South politics (Mansfield, 1995, Sell, 1998, and Correa, 2000), to which 
policy-makers in developed and developing countries have directed increasing attention 
(Primo Braga, 1995, and Primo Braga and Fink, 1997).35
 
(6) Agreements allowing TNCs access also reflect the benefits each party perceives itself 
as being likely to achieve (Reynolds, 1989: 190). There is, in other words, between TNCs 
and host states, not only a divergence in respective objectives, but also a mutual need for 
each other’s resources, which requires their co-operation, and turns their relationship into 
‘both conflictual and co-operative’ (Dicken, 1998: 275). Their mutual antagonism and 
collaboration, as Schelling’ work demonstrated, takes the form of a bargaining process 
(1951, 1956 and 1963)36 that is ‘extremely intricate and difficult’ (Chen, M., 1996: 256). 
The ‘nature of their relationship’ and the ‘intensity of their interaction’ are related to their 
‘bargaining position’ (UNCTAD, 2001: 15). Whether the host government or the TNC is 
in the ‘best position to take the major share of the investment benefits,’ including the 
‘extent to which domestic firms benefit from linkages with foreign affiliates,’ is 
determined by the ‘bargaining power’ (UNTCMD, 1992: 70, and Lall, 2000: 19, 
UNCTAD, 2001: 15). With ‘each participant trying very hard to increase its share of the 
economic rents’ on the transfer of technology the ‘negotiation process is characterized by 
a bilateral monopoly’ (Chen, M., 1996: 256).  
 
Several aspects of the relationship (or negotiation) between the host state and the TNC 
have been analysed on the basis of the bargaining theory, in terms of the bilateral 
monopoly or oligopoly model (Streeten, 1972: 227, and Stopford and Susan, 1991), 
notably in the fields of international economics, international trade and business 
management. According to the bilateral monopoly model, the parties involved attain 
certain power over each other (that can be used to affect the course of negotiations), 
                                                 
35 The TRIPS agreement defines a set of minimum standards of protection that all countries need to meet in 
the areas of copyrights, trademarks, industrial designs, integrated circuits, patents and trade secrets (WTO, 
2003). Its objectives, as set out in Article 7, are that ‘The protection and enforcement of intellectual 
property rights should contribute to the promotion of technological innovation and to the transfer and 
dissemination of technology, to the mutual advantage of producers and users of technological knowledge 
and in a manner conducive to social and economic welfare, and to a balance of rights and obligations’ 
(Correa, 1997). 
 
36 Schelling, in a pioneering work on bargaining theory, made use of game theory, organization and 
communication theory, as well as of the theory of evidence, choice, and collective decision, in an attempt 
to, among others, describe the conduct of negotiations between adversaries; he offered a combination of 
social-psychological with logical-strategic approaches to human conflicts (1951, 1956 and 1963). 
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usually derived from the possession (monopoly or oligopoly) of certain resources 
(attributes or advantages) that the other party desires.37
The technology factor, as the preceding analyses demonstrate, has an ever-growing 
importance for both suppliers and receivers; the organisation and the direction of foreign 
investment and technology transfer are at the centre of the difference between the 
objectives of HDCs and TNCs, at the heart of the clash between the logic of the state and 
the logic of the market.  To the conditions and terms of technology transfer, in a country 
with the largest and poorest population in the MENA region like Egypt, in an industry 
highly innovation-dependent like the pharmaceutical, certainly is strongly linked the 
political economy of the host state-TNCs interaction. The acquisition of technology in the 
pharmaceutical industry in line with the domestic objectives is therefore applied as an 
analytical indicator (and predictor) of the external economic sovereignty of the IAS in 
Egypt in the approach developed in the dissertation, which makes it clearly different from 
those in much of the previous research on the state-market relationship. 
 
What is then the expectation in this dissertation? It is expected that foreign investment 
and technology transfer are orgainsed in favour of the host economy, in line with the 
national interest, indicating that the IAS in Egypt is maintaining the necessary level of 
economic sovereignty vis-à-vis the large pharmaceutical TNCs. 
 
Research strategy 
The analytical framework discussed above, advanced in subsequent chapters (1, 2 and 3), 
requires the research strategy to proceed along the following steps:  (1) The detection of 
the most contentious issue, or variable related to technology transfer (TNC or market), by 
examining the main characteristics of ‘technology industry’ and ‘technology market,’ and 
the most critical aspects of technology transfer; (2) The identification of the most 
influential resource or variable related to the state by expounding on the relationship 
between HDCs and TNCs, in two different but complementary directions, on the 
limitation of the systemic-economistic analyses and the validity of the politicist-statist 
approach; and (3) The investigation of the causal relationship between the two variables 
in the pharmaceutical industry in Egypt.  
 
The time covered in the case study spans the contemporary period from June 1952 
(Nasser’s revolution, the start of drastic changes in the internal political economy 
conditions of the country, including in the local pharmaceutical market) to January 2005 
(the deadline for the Egyptian government to conform with the TRIPS requirements, 
potentially bringing about certain changes in the political economy of the domestic 
pharmaceutical sector). The research takes on an explicitly inter-disciplinary approach, 
based on a revision of the conceptual and statistical accounts of the HDCs-TNCs 
interaction, in the existing literature on IR, IPE, international economics and trade, as 
well as on the theory of the TNC, technology transfer and bargaining power relations. It 
                                                 
37 See Hirschman (1945), Gabriel (1966), Fagre and Wells (1982), Encarnation and Wells (1986), King 
(1987), Kobrin (1987), Behrman and Grosse (1990), Grosse and Aramburu (1990), Lecraw and Morrison 
(1991), UNCTAD (1995b), and Brouthers and Bamossy (1996). 
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gives a particular attention in available literature on the political economy of the MENA 
region to political-culturalist studies. 
 
For the case study, field research was made in Egypt, during the periods from mid-
December 1999 to early April 2000, and from mid-January to mid-March 2005, where: 
(1) available policy documents, information guides and specialized reports at major 
universities, colleges, commercial banks, ministries and public libraries, in addition to 
newspapers and magazines were examined; (2) interviews with Egyptian researchers 
were made; and (3) an opinion survey, through face-to-face interviews with high-ranking 
government officials, and executives and managers of pharmaceutical firms in Egypt, was 
also conducted. During the field research, both qualitative analyses and collection of 
quantitative evidence (to compare with other developing countries) was made on patterns 
of foreign investment and modes of entry, and ownership and market structure in the 
pharmaceutical sector in Egypt. 
 
Organisation of the dissertation  
The manuscript consists of four parts. Part I, on the TNC-related variable, includes 
chapter 1, which looks at technology transfer, at the interface between HDCs and TNCs. 
Part II, on the state-related variable, comprises two chapters: Chapter 2, on the state-
withering perspectives, and chapter 3, on the state-maintaining perspectives. Part III, 
which covers the case study, consists of chapter 4, and 5: Chapter 4, which gives details 
of the rationale of the research design of the case study, is on the relevance of the 
pharmaceutical industry in Egypt for the IPE debate; and Chapter 5, which presents the 
results of the qualitative and quantitative appraisals of the political economy of the host 
state-pharmaceutical TNCs interaction in Egypt. Part IV contains the conclusions. 
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PART I                                   TNC-RELATED VARIABLE        
 
Chapter 1                         
Technology transfer: The HDCs-TNCs interface 
In this chapter, I seek to identify the most significant issue, or variable related to 
technology transfer (TNC or market) for the analysis of the political economy of the 
HDCs-TNCs interaction. I look at the main characteristics of ‘technology industry’ and 
‘technology market,’ and the most critical aspects of technology transfer. 
 
1.1  TNCs and technology 
Of TNCs, most definitions are generally of broad scope, covering relatively small firms 
with a few affiliates, as well as giant conglomerates with extensive, wide-ranging 
operations in many countries (Dunning, 1993, chap.1, pp. 3-13). However, on the term 
that captures a more valid conceptualization of corporate organizational and operational 
properties, and no threshold definition accepted in academic and business circles, in 
several disciplines, there is a considerable controversy,38 and little agreement, and as the 
authors of Contending Theories of International Relations remarked, ‘a variety of subtle 
definitional refinements’ (Dougherty and Pfaltzgraff, 1997: 28). Such organisations in the 
‘European’ literature, as noted by Jones, are mostly referred to as transnational 
enterprises (1997: 414), while the UN seems to favour the term transnational corporation, 
adopted by the UNCTC since 1974, on the ground that it is more descriptive of an 
organization based in one country, with operating affiliates in other countries.39  They, 
according to Caves, must be called enterprise rather than company, in order to direct 
attention to the top level of co-ordination in the hierarchy of business decision, and since 
a company, itself multinational, could be the controlled subsidiary of another, (1982: 1). 
For Dicken, the term multinational is more appropriate than transnational since it is more 
inclusive: 
 
The multinational label implies operations in a substantial number of countries whereas the 
transnational simply implies operations in at least two countries, including the firm’s home 
country. In effect, all multinational corporations are transnational corporations but not all 
transnational corporations are multinational. (1998: 15, note 4)  
 
                                                 
38 See Hood and Young (1982), Gilpin (1987: 231), Clark and Chan (1995: 112), Frieden and Lake (1995: 
135), (Stopford, 1998/1999) and Lall (2000). 
 
39 UNCTAD’s World Investment Reports (various editions). 
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Most definitions, however, seem to underline, in one way or another, the organization 
from a central location of business activities that involve a number of units outside the 
home country (Dunning, 1993, chap.1, pp. 3-13). Most writings on TNCs emphasize the 
importance of TNCs, which more than thirty years ago became the ‘characteristic 
industrial organization of the age’ (Tugendhat, 1973: 45). Any analysis of the structure of 
international economy that does not take them into account, or indeed concentrates on 
them, warned two economists as early as the 1970s, ‘runs the risk of being unrealistic and 
irrelevant’ (Lall and Streeten, 1977: 11). They are the ‘main instruments of international 
commerce’ (Jones, 1988: 463), and a ‘significant factor’ (UNCTC, 1991a: ix), a 
‘formidable force’ (UNCTAD, 2000), or a ‘primary mover and shaper’ in the world 
economy (Dicken, 1998: 177), ‘[b]y whatever yardstick they are measured’ (UNCTC, 
1991a: ix).  
The large TNCs are economically heavy-weight, evident from comparisons, which 
abound, between their annual sales and states’ gross national product (GNP), or gross 
domestic product (GDP),40 as well as from information on the size of their share in the 
world economy and trade; intra-firm trade constituted by the mid-1980s around 20 per 
cent of US total exports, and just over 30 per cent of its total imports (Jenkins, 1987: 17-
37); the gross product associated with international production was in 1999 about one-
tenth of world GDP, while the total annual sales of TNCs affiliates, which reached in that 
year US$ 14 trillion, up from US$ 3 trillion in 1980, were almost double the volume of 
world exports (UNCTAD, 2000); and foreign affiliates’ sales of almost US$ 19 trillion in 
2001 was more than twice as high as world exports (UNCTAD, 2002, Overview).  
 
TNCs invest in other economies in their search for resources, efficiency, strategic assets 
(or capability) or markets (Behrman, 1972). Many are interested in acquiring at a lower 
real cost (than in the home country) specific resources, including raw materials and 
minerals, inexpensive skilled labour, as well as technological capacities and other 
intangible assets; another category of TNCs seek higher efficiency through the 
rationalisation of the structure of established resource-, or market-based investment, and 
by way of a common governance of geographically-dispersed operations, with production 
facilities in a particular location supplying multiple markets, for the benefits of 
economies of scale and scope, as well as risk diversification; TNCs of the third category 
target long-term strategic goals relating to competitiveness and stock of existing portfolio 
of assets; the fourth category are market-seeking TNCs, also referred to as off-shore 
enterprises, that invest in a market in order to intensify the supply of goods or services to 
the local, regional or international markets (Gilpin, 1987: 231-62, and Fieldhouse, 1995: 
168). Part or all of these markets were in most cases serviced at earlier stages by exports 
from the investing TNC, with reports showing that no less than 94 per cent of UK TNCs 
had first supplied the countries in which they produce by exports (Nicholas, 1986).41
 
                                                 
40 See, for example, Ray (1987: 391-93), Pearson and Rochester (1988: 436-37), World Bank’s World 
Development Report (1990: 182-3), Couloumbis and Wolfe (1990: 361), Hocking and Smith (1995), Risse-
Kappen (1995: 3) and Frieden and Lake (1995: 135). 
 
41 On types of direct investment see Dunning (1993, chap. 3, pp. 54-65). On strategic, cross border 
investment and acquisition see, for example, Chiu (1992). 
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The large TNCs, however, have since the early 1990s been undertaking investments that 
combine the characteristics of each of these categories in their ‘pluralistic objectives’ 
(Dunning, 1993: 56). They buy firms, or set up of branches, subsidiaries or affiliates in 
other countries (Dicken, 1998: 69, note 5), as the ‘clearest examples of FDI’ (Jepma et al, 
1996: 99). They, in another form of entry, also become involved in indirect (contractual, 
portfolio, or non-equity investment, in arm’s length transactions with other non-affiliated 
enterprises, like joint ventures, licensing, fading out agreements, franchising, 
management contracts, turnkey projects and international subcontracting.42
 
Such corporations are so ‘huge, globe straddling,’ as the source of the bulk of outward, 
private foreign investment (Frieden and Lake, 1995: 135), with the top 100 in 2000, for 
example, accounting to more than half of the total sales and employment of world-wide 
foreign affiliates (UNCTAD, 2002: 1-4).43  These TNCs originate from the US, EU large 
countries, and Japan (approximately 85 per cent of which have been at the top 100 
ranking for more than a decade), despite the expansion in the activities of TNCs from 
developing countries, and from Central and Eastern Europe (UNCTAD, 1999: 77 and 
UNCTAD, 2002: 3).44  These leading industrialized economies have been the major 
outward investors; in 1988, ten countries accounted for 97.2 per cent of the total stock of 
outward direct investment, with the leading four, the US, the UK, (the then) West 
Germany and Japan, making 65.6 per cent of it; in 2000, the UK, with US$ 250 billion, 
was the largest investor, followed by France, with US$ 173 billion, and US, with US$ 
139 billion, in second and third places respectively (UNCTAD 2001). The US was in 
2001 the world’s largest investor with outflows of US$ 114 billion (UNCTAD, 2002: 11). 
 
These TNCs are significant because of their ‘potential ability to take advantage of 
geographical differences’ in host state policies, and in the ‘distribution of factors of 
production,’ and the ‘co-ordination and control of various stages of individual production 
chains within and between different countries,’ or their ‘potential geographical flexibility’ 
                                                 
42 Direct investment is defined by UNCTAD as the management control of a resident entity in one economy 
by an entity located in another economy (2000b). The subsidiary need not be wholly- or majority-owned, 
with an equal or minority share or ownership (Dunning, 1993). The IMF categorises foreign investment, 
known also as equity investment, as direct when the investor holds 10 per cent or more of the equity of an 
enterprise (1999). Arm’s length transaction (or non-equity agreements) refers to a contract between two or 
more unrelated or unaffiliated parties, related by the common interest in an enterprise, whereby a third 
party that has no related interest in the outcome may also become involved the activities between the 
parties (Presner, 1991: 14). On types of indirect investment see Wilkins (1974), Stopford and Wells (1972), 
and Chen, E. (1994 and 1996).  
 
43 A list of the ranking of the world’s largest TNCs is published each year by UNCTAD (see UNCTAD, 
1999a, chap. 3, pp. 77-89 and 2000a, Overview, p. 2). The Fortune Global 500 list of the largest TNCs 
(published in Fortune) is the oldest and a particularly well-known listing.  
 
44 For surveys on TNCs’ country of origin, foreign assets, sales and employment see, in particular, World 
Bank’s World Development Report and UNCTAD’s World Investment Report [various editions]. 
UNCTAD’s FDI/TNC Database, based on national, regional and international sources, contains 
information on inward and outward flows and stocks of FDI, classified by type of investment, by region 
and by industry. It is the basic source of all publications by the UN relating to FDI and TNCs 
[http://www.unctad.org]. 
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to ‘switch and re-switch its resources and operations between locations at an 
international, or even global, scale’ (Dicken, 1998: 177). It ‘lies in the simple fact’ that 
they ‘overwhelmingly dominate not only international investment, but also international 
production, trade, finance and technology’ (Lall and Streeten, 1977: 11). They are within 
this contemporary ‘techno-economic context’ at the ‘height of current leading sectors,’ 
with their ability to remain ‘often very adept and innovative’ (Rennstich, 2002: 4). It is 
the command over the creation and utilisation of technology of organization, production 
and marketing that is for the TNCs a ‘particularly important source of advantage’ 
(Dicken, 1998: 186),45  and ‘competitive power’ (Bertin, 1987: 85).  
 
1.2 Technology transfer  
In the hands of TNCs, the concentration of technology ‘hardly needs stressing’ (Lall and 
Streeten, 1977: 14), and it is, as some analysts put it, ‘a cliché to say that they produce, 
control and own most of the world’s technology’ (Eden et al, 1997: 53), which is related 
to the inherent, ‘structural features’ of the ‘technology industry’ (UNESCAP/UNCTC, 
1994: 254). The first feature is the heavy dependence of technology production, 
particularly in more advanced and sophisticated industrial fields, on continuous risk-
bound and large scale R&D in new products and processes that are substantially costly, 
which in turn explains why a few TNCs ‘account for the great bulk of expenditure on 
knowledge-creating and skill-enhancing activities, and for trade in technology or 
technology-intensive products’ (Dunning, 1993: 288). These resourceful and large TNCs 
are responsible for most, estimated at around 75 to 80 per cent, of the total private, 
industrial R&D (Fors, 1996: 1 and Dunning, 1993: 290), as ‘part of their drive to remain 
competitive and profitable on a world scale’ (Dicken, 1998: 211).46
 
The second feature of the technology industry, which is related to the first, is the 
particular geographical distribution of corporate high-level R&D activities, where in 
foreign affiliates, outside home bases, generally limited R&D, mostly oriented towards 
local market requirements, and not basic innovation, is carried out (UNCTAD, 2001b, 
and El-Shinnawy and Handoussa, 2004). US corporations, for example, as the US Office 
of Technology Assessment calculated, performed only about 13 per cent of their total 
R&D offshore (1994), and R&D by their affiliates in developing countries in mid-1990s 
came to only 7.6 per cent of total overseas, or 1.0 per cent of that of the parent company 
(Lall, 2000). Patents and patenting records for almost 600 corporations provided evidence 
of a strong preference for keeping the location of principal R&D functions close to the 
home base (Patel, 1995). This explains why, historically, most of world’s advanced R&D 
programmes have been conducted in the rich industrialized economies, home to the large 
TNCs (UNCTAD, 1992: 136), confirmed by available information, though not 
comprehensive, on countries’ innovatory capacities (as a share of world R&D 
                                                 
45 See also Dunning (1993: 290). 
 
46 For surveys on technological activities of TNCs and their role in technology transfer, see, esp. Caves 
(1982, chap. 7, pp. 195-225), Rugman (1983), Dunning (1993, chap. 11, pp. 287-330), and Helleiner, G. 
(1994). See also UNCTAD (1992, chap. VI, pp.131-62) and (2001: 157-162, Annex to chap. IV).   
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expenditures, scientists, technicians and patents registration) (Jones, 1997: 172).47  The 
US, Japan, France, the UK and West Germany in the late 1980s, for example, accounted 
for over 80 per cent of total R&D expenditure (Dunning, 1993: 300).48  In 2000, the US 
spent most on R&D (in terms of per capita), followed by Japan, Germany, France, 
Canada, the UK and Italy (OECD, 2001). 
 
Nevertheless, the spatial pattern and magnitude of corporate R&D outside home countries 
is the subject of some dispute, with evidence from limited surveys on a small, but 
increasing, share of important corporate technology-creation functions shifting to the host 
countries (Fors, 1996: 3). Many TNCs are having a worldwide orientation not only for 
outputs and markets, but also for inputs, and to an ‘increasing extent, the products 
currently arriving on the market have been developed as part of an integrated global, 
rather than a national or regional, innovatory programme,’ noted in the mid-1980s 
Dunning (1988: 123). R&D seems to represent the latest sphere for internationalization 
tendencies to take off in a big way (Jessop, 1994: 106). The proportion of R&D 
expenditure accounted for by US foreign affiliates increased from 7 per cent in 1966 to 
10 per cent in 1989, and by affiliates of 20 Swedish TNCs from 21 per cent in 1980 to 23 
per cent in 1987 (Dunning, 1991). The large European TNCs, like for example Ciba-
Geigy (a Swiss giant in the chemical industry that became Novartis following a major 
merger), were spending more than a third of their total R&D expenditure in foreign 
locations.49 In corporate innovation chain-system, some significant roles are also given to 
enterprises based in the developing economies (Marton, 1986: 110, Menon, 1995 and 
Dorraj, 1995).  
 
Behind the decentralization of corporate R&D locations, a major reason is the gradual 
geographical spreading of innovatory capabilities among more countries and regions.50 
Howells, on the ‘substantial degree of world-wide dispersal of corporate technological 
activities,’ emphasized the significance of the growing demand for skilled scientists from 
all over the world (1990b: 504). Other studies also demonstrated that the establishment of 
more integrated R&D systems, in which overseas laboratories were influential, was 
driven by the interest to take advantage of certain, scarce scientific and technical 
personnel in which particular countries posses a comparative advantage, as well as by the 
increase in the importance of economies of scale, shorter product cycles and the rapid 
obsolescence, and more recent advances in computer-communication networks 
                                                 
47 Apart from intricacies of statistical methods and the problem of reliability of sources of information, in 
most developing countries data on R&D and innovation statistics are in a relatively poor state, providing 
only crude summaries of the number of formally trained scientists. In fewer countries, more details on the 
number of scientists engaged in R&D and the relevant expenditures are available (Salomon et al, 1994). 
 
48 For surveys of R&D expenditures of selected countries see, for example, UNCTAD (1992, chap. VI, pp. 
131-162) and Dunning (1993, chap. 11, pp. 287-330). 
 
49 On internationalisation of corporate R&D, see Pearce (1991: 13-16), Pearce and Singh (1992), UNCTAD 
(1992, chap. VI, pp. 131-162) and Dunning (1993, chap. 11, pp. 287-330). 
 
50 UNESCO (1987) and Dunning (1993, chap. 11, pp. 287-330). 
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facilitating on-line organization of R&D across countries (UNCTAD, 1999 and 2002: 
121-4). 
 
The diffusion, in one way or another, of technological resources between different 
transferors and transferees has taken place for centuries, with the geographical variation 
in innovation and R&D capacity always providing the basis for it.51  This, however, has 
in recent decades primarily occurred through the TNCs (Fors, 1996: 1 and UNCTAD, 
2001), which vary in conduciveness to transfer, depending on internal corporate 
organizational forms, but most are known to ‘occupy a dominant position in the 
international transfer of commercial technology’ (UNESCAP/UNCTC, 1994: 254), as 
they ‘move not only capital and goods across borders but also technology’ (Stiglitz, 
2002:10).52   
 
Modern production techniques have direct effects on economic growth, which is well-
documented (UNCTAD, 1990b, chap. 1, pp. 3-15). Empirical details of the central role of 
product innovation in long-term growth were as early as 1930 provided by Kuznets, and 
nearly a decade later, Schumpeter emphasized the importance of ‘creative destruction’ of 
old products and their replacement by new ones in the dynamics of growth (1943). To 
technological progress, in Solow’s remarkable (and much-quoted) analysis - which has 
influenced in no little way subsequent research on the subject - was attributed nearly 
nine-tenths of the growth of per capita income between 1909 and 1949 in the US (1957). 
It promotes growth by increasing the productivity potential of all factors of production, 
both tangibles, e.g. labour and capital, and intangibles, like organization and quality 
control and leading to a greater amount of, or a new, output from a given sum of 
resources (UNCTAD, 1992: 131). On its positive impact on productivity, at both the 
aggregate and sectoral levels, there are convincing empirical evidence 
(UNESCAP/UNCTC, 1994 and UNCTAD, 1992); it was shown to lower unit costs and 
put society on a higher production possibility frontier with full employment and efficient 
allocation of resources (MacCharles, 1987: 69).  
 
Technology is acknowledged as an indispensable factor in development (Germidis, 1984: 
246 and UNESCAP/UNCTC, 1994: 253), and the lack of appreciation of its role in 
economic and industrial progress has been identified as the cause of the failure, despite 
the different strategies adopted, to achieve higher levels of industrial development in 
African countries (Mudenda, 1995).53  Many developing nations are  however becoming 
aware of their strategic dependence on the ability to develop sustainable competitive 
advantage, and were to a greater extent recognizing the impact of technological and 
                                                 
51  The unevenness in the development of technical capabilities across different territories is attributable to 
a combination of historical, environmental and social factors [on international dynamics of technology (see 
Sanders, 1983). 
 
52 On the connection between corporate structure and technology transfer propensity see, in particular, 
Davidson (1980). 
 
53  African countries were criticised for not making serious attempts to formulate and implement technology 
policies as integral parts of the development plans (Mudenda, 1995). 
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industrial changes (Chen, E., 1994 and Lall, 2000),54  and the need to ‘promote rapid 
technological growth and sustained indigenous technological capacity’ (UNTCMD, 1992: 
42). The importance of technology-related issues was ‘increasing and influencing 
decision-making processes’ (UNCTAD, 1990b: 1).  
 
Technology can be acquired from TNCs from direct investment, indirect investment and 
outright purchase of patents.55  TNCs, confirmed a UN publication, either export the 
technology, or transfer it to a fully-owned subsidiary, or to a joint venture, or license it 
(UNCTAD, 1990a: 3). Bertin found out that TNCs’ technical knowledge are ‘valorised in 
productive activities through direct investment or indirectly through their sale or 
licensing’ (1987: 85). For technology transfer, direct investment is considered as ‘one of 
the most important channels’ (UNCTC, 1983b: 162-63), or the ‘strongest channel,’ and 
one of the ‘most effective ways’ (UNCTAD, 2001c: 1), through contacts, or linkages, 
with domestic entities (Chen, E., 1994: 8), and spillovers, which can be either vertical or 
horizontal (either intra-industry only or intra- and inter-industry together, when they 
affect other industries or the whole economy).56 In direct investment, the local labour 
force, entrepreneurs, banks, and government departments in the host country might 
benefit from ‘first hand technological experience’ (Jones, 1997: 416). 
 
Indirect investment, in comparison to traditional mode of transfer in direct investment, is 
relatively a newer form that became more recently recognised as an effective channel for 
the transfer of technology (Dunning, 1981 and 1993). Licensing fees and royalty 
payments brought to US licensors during the late 1980s more than US$ 12 billion per 
annum, roughly twice the rate earned a decade earlier (Chen, M., 1996, chap. 9, pp. 133-
146). The different types of licensing agreements entail the granting of usage rights for 
the intellectual property, usually with technical support services to ensure appropriate 
use, in exchange for payments (limited rights to produce and market products in a 
specified geographical region); licensors provide patents, trade secrets, know-how, trade-
marks and company name to licensees in return for royalties and/or other forms of 
payments (Root, 1994: 107).57  Joint ventures, formed by partners each having less than 
                                                 
54 Sustainable competitive advantage drives from the nation’s strength in the development of scientific, 
technical and market knowledge (Menon, 1995). 
 
55 See Buckley (1987), Helleiner, G. (1994, chap. 1, pp. 39-84), Dicken (1998: 248- 251) and Saggi (2000). 
 
56 A dense network of linkages can result in a sustainable competitive advantage for the domestic firms by 
increasing profitable sales, exports and employment, and improving technological and managerial 
capabilities, productivity, production efficiency and market diversity. For a general discussion of backward 
linkages see UNCTAD (2001, Overview, pp. 15-20). On technology spillovers see Eden et al (1997), and 
Feinberg and Majumdar (2001). On horizontal linkages, see for example, Blomstrom and Persson (1983), 
and on vertical linkages UNIDO (1978). 
 
57 A licensing agreement is in most cases a written contract between the licensor and the licensee specifying 
the type of the licence, the licensed technology, licensing restrictions, obligations of each party and 
compensation arrangements (Shahrokhi, 1987: 40). Licences are either exclusive or non-exclusive, their 
period varies (usually 5 or 10 years) and payments are in the form of lump sums or percentage returns on 
sales over the agreed period. See Chen, M. (1996, chap. 9, pp. 133-146), Telesio (1979) and Contractor 
(1981, 1984a and 1984b). 
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100 per cent of equity (though one could be a majority owner with more than 50 per cent 
ownership), incorporate features of both direct investment and licensing, which make the 
cost of forming them generally higher than of licensing (Killing, 1983).58
 
There are between direct and indirect investment, despite some degree of overlap,59 two 
major differences: one is that direct investment, through equity subsidiaries or affiliates, 
is outside the home country, but inside the same corporation, involving no changes in 
ownership and management, with the control over the use of the resources remaining 
with the investor. In non-equity arrangements, on the other hand, specific assets and 
intermediate products are transferred through the modality of the market, with a certain 
degree of handing over of control by the transferor to the transferee; in other words, while 
the former is administered by, and within, investing hierarchies, the latter is organised by 
the market. The second difference is connected with the flow of corporate resources: FDI, 
also called the ‘capital model’ (UNCTC, 1983b: 162-63),60  in its ‘typical pattern,’ 
comprises a single package of capital, and technological and managerial know how 
(Frank, I., 1980: 22). It ‘almost always involves the transfer of a package of interrelated 
technologies;’ a particular medicine formula, for example, comes together with 
‘processing and marketing know-how’ (Dunning, 1988: 47). 61  Arm’s length trade, on the 
other hand, involves the separate transfer of assets.62  
 
Wholly-owned subsidiaries and certain joint ventures, which comprise intra-firm transfer 
of technology, are internal (internalised) modes of transfer, while most joint ventures, 
licensing and other arrangements, entailing inter-firm transfers, are external (externalised) 
forms; it is in fading out agreements internal at the beginning and external at the end of 
the agreement; the mechanism of transfer in contractual joint ventures is a mixture of 
internal and external. The two principal alternative (internal and external) modes of 
transfer are mostly direct investment and licensing.63  
 
                                                 
58 On joint ventures and technology transfer, see for example, Tomlinson (1970), Beamish (1988), 
UNCTAD (1990a) and Dunning (1993:  237-246). 
 
59 There are certain business partnership and alliance agreements between foreign and domestic enterprises, 
which fall in between direct and indirect investment (Dunning, 1993: 5, exhibit 1.2). 
 
60 Attracting talents from other countries, large-scale transfer of industrial equipment and licensing, as other 
technology acquisition channels, are referred to as the ‘migrant,’ ‘hardware’ and ‘software’ model 
respectively (Chen, M., 1996: 23-25).  
 
61 On FDI and technology transfer see Lake (1979: 137-187), Chen, E.  (1983), UNCTC (1990b) and 
UNCTAD (1992, chap. VI, pp. 131-62). 
 
62 The separate transfer of the assets making up the direct investment package is still considered as a form 
of portfolio investment. On types of TNCs’ business involvement and the main differences between them 
see Marton (1986, chap. 3, pp. 57-78), Dunning (1993, chap. 1, pp.3-13), Gundlach and Nunnenkamp 
(1996), and UNCTAD (1993 and 2000).  
 
63 See, for example, Baranson (1970), Lall and Streeten (1977), Caves (1982), Vernon (1986) and Dunning 
(1993). 
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Each mode of entry and technology transfer triggers identifiable externalities, for the 
transferee (recipient or buyer) and transferor (supplier or seller), and determines who will 
bear the costs and who will benefit, and to what extent (Goulet, 1976: 14-20). In joint 
ventures, for instance, there is less sharing of technology by TNCs than in licensing 
(Harrigan, 1985), since local partners may become competitors and purport full 
appropriation of technology, but unwilling to invest in further R&D (Franko, 1971, chap. 
2). Between importation and turnkey factories also, there is a difference for the recipient 
concerning the amount of technology transferred as well as the level of control on the 
transfer (McIntyre, 1986: 11).64   
 
1.3 The difference in objectives  
The host state and the TNC are both as value-maximizing agents (Chen, M., 1996: 256), 
and each is ‘concerned to maximize its own welfare’ (Dicken, 1998: 262). The 
relationship, from the perspective of both, must generate a net value, at least exceeding 
the value can be achieved from another relationship, or must be, in the wording of the 
Game Theory, a ‘positive sum game,’ and the ‘value from this game that accrues to both’ 
at least higher than the value under ‘some alternative game;’ if the host government 
establishes that a particular investment concern does not contribute value to a greater 
extent than some other arrangements, it tends to restrict the operations of the investing 
TNC, or terminate the business relationship; similarly, if a TNC considers that investment 
in a particular country does not contribute value, relative to some other country, it can 
withdraw (UNTCMD, 1992:1-9).  
 
TNCs ‘want to minimize the conditions and restrictions the host government is able to 
impose on their operations’ (Tarzi, 1995: 154). Their ‘fundamental goal’ is to maximize 
profits (UN TCMD, 1992: 16), and to ‘secure the least costly production of goods for 
world markets,’ by ‘acquiring the most efficient locations for production facilities or 
obtaining taxation concessions from host governments’ (Gilpin, 1987: 232). The host 
governments, on their part, want to attract foreign investment and ‘maximize the benefits 
associated with it’ (UNCTAD, 1996: xxiv), or to encourage TNCs to ‘locate within their 
countries on the best terms possible’ (Tarzi, 1995: 154), in a way, as a study on national 
treatment and safeguarding of FDI in ASEAN countries concluded, that is compatible 
with domestic economic goals and policies (Doo-Soon, 1985: 27-8). Their demands, in 
mature and high technology industries, are generally clustered around performance 
requirements, primarily to pressure TNCs to: (1) produce more value-added locally, 
provide more local content in the final products, and expand linkages to the domestic 
economy; and (2) use corporate marketing networks to export, from the host economy, 
more components and products (Moran, 1985: 9).  
 
There is a conflict of interest, mostly on issues related to technology, including 
appropriateness, transfer pricing, monopolistic practices, and location of R&D functions 
                                                 
64 Imports, which include insignificant transfer of knowledge and skill, give the exporting country a high 
level of control, leaving limited leverage for the importing country, especially when the items are of 
substantial importance; by contrast, turnkey factories engender higher technology transfer and training of 
locals, and more control for the recipient country on transfer process, resulting in larger economic returns in 
the medium to long term (McIntyre, 1986, Introduction, pp. 3-24). 
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and exports (Chang, 1996).65  Technology, as the product of invention, is usually unique, 
with its own peculiar characteristics: First, it is rarely a free good, but a marketable 
commodity that has an explicit value (Dunning, 1988: 63), and its transfer, whether 
between affiliated or unaffiliated parties, is principally a commercial transaction taking 
place in a technology market (Marton, 1986: 6). Second, the technology market is 
different from a normally-functioning market for commodities, complex and imperfect, 
not simply following the basic market rule of exchange.66 Moreover, the market between 
developed and developing countries is usually more imperfect than that among developed 
countries (Contractor, 1980). The markets for technology, and other key components of 
the investment package, are highly imperfect in many developing economies (Helleiner, 
G., 1994: 39).  
 
A ‘diagnostic feature’ of the TNC, in many industrial sectors, is to control the use of 
technology, and directly dictate the terms under which it is transferred, in the light of its 
‘own overall interests’ (Dicken, 1998: 248). In licensing, for example, it incorporate 
‘specific clauses within the contractual agreement regarding suppliers, marketing, etc. 
and equity participation in the licensee’s operations’ (Hood and Young, 1979: 8),67 
impose limits on how the technology transferred is to be used, including geographical 
restrictions (Teece, 1981: 81-96), and prevent its dissemination within the host country 
and its use for export activity (Lall, 1985: 71). A TNC may also seek to transfer only 
older generations of technology,68 resort to what is known as partial technology 
transfer,69  or concentrate most, or all, of advanced innovation functions in the home 
country, leaving to foreign affiliates, despite some notable exceptions, relatively little 
(Lall, 2000).70   
                                                 
65 Transfer pricing refers to the practice of artificially increasing prices of inputs, imported from other 
subsidiaries, in order to reduce tax bills. See Hymer (1972: 128), Dicken (1998: 247-48), Willetts (1997: 
292-94). 
 
66 The complexity of the technology market mainly arises from the fact that it deals with knowledge, which 
once produced, costs little at the margin to sell (in unlimited quantities); yet can be very expensive to 
produce and commercialize and, mostly because of this, extremely concentrated in its ownership (Lall and 
Streeten, 1977: 66). On the distinctive features of know-how market see Johnson (1970), Vaitsos (1974) 
and Teece (1981). 
 
67  See Marton (1986, chap. 1, pp. 3-18). 
 
68 It has been found that US corporations were prepared to release the technology only late in a product’s 
life cycle when the relevant production techniques became known. Then the release of the technology was 
through the traditional transfer modes of direct investment and licensing of patents and trademarks 
(Baranson, 1978: xi-xiii). 
 
69 For an analysis of partial technology transfer taking place internally, between the parent corporation and 
its subsidiaries see, for example, Michalet (1976: 154-74). 
 
70 The geographic centralization of corporate high-level R&D activities in the home country helps to 
manage the launching of major innovations, which are marked by the ‘person-embodied’ nature of their 
inputs of knowledge and information, and the high degree of uncertainty surrounding their outputs (Patel, 
1995: 152). It enhances control over innovation and reduces the possibility of leakage (Marton, 1986: 63-
65). See also Behrman and Fisher (1980). 
 
 27
Correspondingly, for developing nations, because of the substantial relevance of modern 
industrial techniques to local socio-economic needs, negotiations with TNCs seem to 
have increasingly become subsumed under considerations for their transfer (Baranson, 
1970, 1976, 1978 and 1981); their overall goal is to be in a situation that ‘maximises the 
net benefits to the country arising from investment and technology transfer and other 
operations by TNCs’ (UNTCMD, 1992: 2). They, owing to the monopolistic nature of 
technology market, for production and utilization, are frequently concerned with 
technology’s availability, appropriateness and price (Chen, M., 1996: 6). For them, the 
central issues are its suitability for local needs, magnitude or extent of its transfer, and its 
price or cost, both absolutely and relative to other alternatives.71   
 
Although on objectives of TNCs in various industries and markets in different countries 
and regions detailed information is not readily available, the interest in preventing the 
dissemination of intangible assets makes direct investment the most advantageous mode 
of entry for many,72 which ‘normally prefer full ownership of their operations, as partial 
acquisitions and joint ventures with unequal partners are potentially subject to many 
conflicts’ (Meyer, 2004: 314). Exporting, though offering the advantage of limited capital 
commitment, without the troubles and risks often associated with manufacturing outside 
the home county, is less attractive than direct investment.73  It has a number of 
limitations, including the lack of flexibility and development potential that hinder its use 
as the basis for corporate long-term plans; total dependence on direct exports for growth 
is relatively rare among many large TNCs.74  
  
For the TNCs, direct investment is also preferable to licensing (Caves, 1982),75  though 
the ‘key question is whether or not the fees earned compensate for the profits which could 
have been obtained by other forms of involvement’ (Hood and Young, 1979: 9), which 
means if the licence fees ‘fail to capture the full rent interest in technical superiority, the 
advantage for the corporation lies in direct investment’ (Kindleberger, 1969: 67-8). 
Conversely, the granting of licences is ‘preferred in cases where the rents arising from 
exploiting the advantages of a promising market via FDI are likely to be lower than via 
licensing’ (Lall and Streeten, 1977: 35). However, unlike export or direct investment, 
earnings from licenses - due to their limitation to five to ten years and cases of low 
royalty rates - ‘may not be sufficient to recover high product development costs’ (Root, 
1994: 110). In addition, licensing, as with exporting, may inhibit the longer-term 
                                                 
71 See Rive (1974), Lall and Streeten (1977, chap. 3, pp. 47-80), Helleiner, G. (1994, chap. 1, pp. 39-84), 
and UNCTAD (1995, chap. III). 
 
72 Dissemination of technology signifies its diffusion away from the entity possessing or acquiring it to 
other entities, i.e. externalizing its ownership or use (Dunning, 1993: 289). 
 
73 Although it is thought that exporting is likely to generate for the TNCs higher returns on technology 
(McIntyre, 1986: 11). 
 
74 See Lall and Streeten (1977, chap. 2, pp. 16-46) and Hood and Young (1979, chap. 1, pp. 1-43).   
 
75 For a review of a noteworthy analysis of arm’s length markets for technology, and the factors that 
determine the choice between FDI and licensing see Caves (1982: 200-207).   
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development of a foreign market by the corporation; its ‘major disadvantage’ for the 
corporation is however the ‘loss of control’ (Telesio, 1979: 15). The set of regulations, 
which have increasingly been introduced, nationally and internationally, on terms of 
licensing contracts, made licensing less attractive.76 In most cases, if a TNC is free to 
choose between internalising its specific advantage and transferring it through licensing, 
it will seldom choose the latter (Davies, 1977 and Telesio, 1979). For an innovative TNC, 
licences and similar deals are not advantageous (UN, 1992: 154-55 and Correa, 1994: 
378).  
 
A TNC ‘normally undertakes FDI when it possesses certain technological or other 
economic advantages, which it finds in its best interest to exploit internally from a foreign 
location’ (Dunning, 1988: 10). It finds direct investment as a particularly suitable option 
when the technologies are firm-specific (Mowery, 1988: 8), newer (in accordance with 
the product cycle model), and more R&D intensive (Davidson and McFetridge, 1984 and 
1985).77  In developing countries, the ‘nature of oligopolistic advantage and 
organisational needs’ (Lall and Streeten, 1977: 46), and market imperfections (Rugman et 
al, 1985a: 126-30), make the perceived benefits of internalization more than the 
perceived costs.78  A study, which included empirical tests on the difference in the 
transfer extent between various modes, concluded that the corporations internalized 
technology to lower the real costs of transfer, or increase the rents realised on it (Bonin, 
1987). Davidson and McFetridge’s comprehensive study on 1226 cases, involving 32 US-
based corporations, in the period between 1945 and 1978, confirmed the importance of 
transaction costs (of using markets) in determining modes of transfer (1984). Most 
governments, on the other hand, would like to host corporate R&D activities (UNTCMD, 
1992: 25)79 and to acquire technology ‘on terms which benefit their national interest’ 
(Safarian and Bertin, 1987: Back page). They, as a way of maximizing overall benefits of 
                                                 
76 For a review of the main advantages and disadvantages of licensing, from the perspective of TNCs and 
host countries, see Chen, M. (1996: 140-43).  
 
77 It was shown that Japanese corporations have increasingly used wholly-owned subsidiaries when their 
investment ventures shifted to more technologically-advanced products and processes (Dunning and 
Pearce, 1982). 
 
78 The incentive to internalize the organization of many kinds of technology and management skills lessens 
when the markets become less imperfect (Dunning, 1988: 20). The technology market imperfections are 
related to several natural as well as artificial factors; the first are the inherent difficulty of organizing long-
term contracts that make markets prone to high transactions costs, and of putting an accurate price on 
technologies in licensing and other forms of transfer. The production of technology requires long-term 
R&D, making it difficult to establish - at any stage - its proper value.  In addition, there are problems of 
asymmetry of knowledge between the buyer and the seller. Sellers, with their interest in protecting IPRs, 
often require buyers to sign ‘non-disclosure agreements.’ The artificial reasons for market imperfections are 
at least partly the result of government policies (for example, trade barriers or lax enforcement of 
intellectual property rights that create higher than normal transaction costs for firms). For a review of 
technology market imperfections see Teece (1981), and for an analysis of the connection between 
government policies and market imperfections see Brewer (1993). 
 
79  The transfer of corporate new technological resources to the host countries (including richer ones) was at 
a lower cost, and faster, when affiliates conducted R&D locally (UN TCMD, 1992: 25). 
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technology and its uses in their territory, prefer non-controlling organizational forms, i.e. 
externalised modes of transfer (Bonin, 1987), like joint ventures or licensing, rather than 
outright imports or direct investment  (Vernon, 1986: 47-51 and Safarian and Bertin, 
1987: Back page),80  although there are reports that in such modes, TNCs - as the product 
cycle model suggests - are inclined to transfer older technological know how (Lall and 
Streeten, 1977 and Blomstrom, 1991). The evidence on whether (or not) joint ventures 
provide more net benefits to the host country is rather mixed; Wells (on the basis of his 
own work and surveys of others) concluded that joint ventures have positive as well as 
negative effects for the host countries (1973); they were found by the UN Economic and 
Social Council in 1978 to result in more local participation.81  
 
Licensing, explained Chen, ‘reduces dependence on the technology of other countries,’ 
particularly in late developing countries, and lead to ‘real technological independence’ 
(1996: 25). On whether licensing or joint ventures lead to ‘more learning’ by local firms, 
the ‘jury is still out’ (Saggi, 2000). Licensing is said to entail, in comparison to joint 
ventures, generally more corporate control, and less effort, on the part of TNCs, to adapt 
technological assets to local needs (UNCTAD, 1990a: 3).82   
 
In addition to the mode of entry and technology transfer, as the main issue between 
developing countries and TNCs (Lall and Streeten, 1977, Safarian and Bertin, 1987 and 
UNCTC, 1990b), the price of technological resources has also been a matter of 
conflicting economic interests (Gilpin, 1987: 249), with TNCs accused of charging 
exorbitantly (Dicken, 1998: 251). Technology ‘normally does not have a cleat-cut market 
value’ (Chen, M., 1996: 256) and its price is quite different from that of an ‘equilibrium 
price’ reached in a competitive market (Streeten, 1972: 227).83  The unpackaging, or 
disaggregation of the investment package into its various components, is therefore an 
important objective for developing nations (Lall and Streeten, 1977). They want to 
‘unbundle’ and ‘buy the technological element on its own,’ in order to acquire ‘cheaper 
technology,’ which is ‘not under the control of the corporation’ and ‘more applicable to 
local adaptation and subsequent development’ (Lall, 1985: 71). It also ‘enables an 
effective assessment of the extent to which locally available inputs in terms of materials 
and services can be utilized and the supply from external sources could be reduced or 
modified’ (Marton, 1986: 11).  
                                                 
80 For an economic analysis of international joint ventures, with special reference to those involving US 
TNCs, see Hladik (1985). On advantages of joint ventures for the host economy, on the basis of a sample 
survey of British investment in India and Pakistan, see, for example, Tomlinson  (1970). On the popularity 
of licensing see also Chen, M. (1996, chap. 9, pp. 133-146). 
 
81  The data for this study were supplied by Harvard Multinational Enterprise Project (see Hood and Young, 
1979: 259-60).  
 
82 For a comparison, in terms of technology transfer, between licensing and joint ventures see esp. Davies 
(1977) and Contractor (1981). 
 
83 The price of modern technological assets, due to monopolistic nature of their market, reinforced by the 
international patent system, is not simply determined by their value (i.e. R&D expenditures and profits), but 
mostly by the range of potential commercial returns (Chen, M., 1996: 6). 
 
 30
Owing to the differences in the objectives between HDCs and TNCs, the contribution that 
foreign investment can make to the local economy, in line with national development 
goals, is by no means automatic (Boom, 1996: 22). Of critical importance, as the editors 
of MNCs, Governments and International Technology Transfer observed, are effective 
state interventions to promote and regulate foreign investment, in particular technology 
transfer (Safarian and Bertin, 1987). In view of ‘deficiencies in free markets and existing 
institutions,’ a non-interventionist or a ‘passive laissez faire approach’ is in many ways 
‘unlikely to be sufficient,’ and ‘may not attract sufficient FDI, extract all the benefits it 
offers or regulate it well by best practice standards’ (Lall, 2000: 21).  
 
1.4 Concluding notes  
 (1) TNCs, in the contemporary international system, are certainly significant actors, with 
considerable economic power in most HDCs, as large, highly internationalised or 
globalised across many national borders, in control of most modern technical innovation. 
They are in important sectors the major source of technological resources, fundamental 
for economic and social development. 
 
(2) Between TNCs and HDCs, at the very interface, lies the ‘technology industry,’ or the 
high-cost technology factor, and the most contentious issue in the ‘technology market’ 
are conditions and terms of technology transfer. The logic of the technology (TNCs or 
market) favours internalised modes of entry transfer (wholly-owned subsidiaries), to 
safeguard monopoly on ownership-resources, while the logic of HDCs (state) falls on 
externalised modes (joint ventures and licensing), seen as more advantageous for the 
acquisition of know how in the domestic economy.  
 
(3) Modes or forms of entry and transfer (internal vs. external), on which the diversion in 
objectives (or the clash in logics) between TNCs and host states is more costly (and 
pronounced), notably in high-cost R&D-intensive industries, is the most significant 
variable related to technology (TNC or market).  
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PART II                STATE-RELATED VARIABLE 
 
Chapter 2 
State-withering perspectives  
In this part, I start with the identification of the most significant state-related resource or 
variable. In this chapter, my aim is to expound on the limitation of the systemic-
economistic analyses. I begin with a discussion of the explanations and descriptions of 
the state-withering perspectives of the relationship between politics and economics, and 
the way their propositions are organized, before reviewing their theoretical, analytical and 
methodological pitfalls. More attention is given to the globalization thesis since it 
incorporates more recent, state-withering arguments.  
 
2.1: The loss of the relevance of the state: Systemic-economistic analyses 
One of IR’s fundamental assumptions, namely that nation-states (or their decision 
makers) are the most important actors (Sullivan, 1989: 255 and Vasquez, 1983: 18) saw 
successive challenges that speeded up after WWII to approximately 10-year cycles 
(Navari, 1991: 143), to predict by the 1970s - along with a ‘major swing that has occurred 
in thinking about the role of the state’ (Killick, 1989: 8) - the demise of the realist 
paradigm (Smith, 1989: 12-13). It distinctively came under attack since the mid-1980s 
from the globalists, who tenaciously questioned the ‘appropriateness of the nation state’ 
as the ‘level of aggregation at which the most important governing decisions are made’ 
and as the ‘predominant unit in social scientific analysis’ (see Harding and Le Gales, 
1997: 181).84
 
The predilection for many, as Navari remarked, was the idea of the state being surpassed, 
having no grip and ability to control, and becoming increasingly irrelevant (1991: 143), 
or losing its sovereignty (Lapidoth, 1992: 345) and economic sovereignty, which is 
dramatic and irreversible (Reich, 1991: 3-8 and 321-3). They, as Scott noted, made ‘very 
bold claims’ on the state ‘losing its historical role as society’s chief organizing principle’ 
(1997: 4), and celebrated the ‘erosion of the autocentred nation-state’ as ‘one of the main 
features of the present world system,’ emerging by the ‘erosion of previous one’ (Amin, 
1997: 3). Their advise to social scientists is to liberate themselves from their own 
territorial assumption, to move beyond the category of the state (Holloway, 1994: 25), 
refrain from equating society with nation (Robertson, 1992: 112, and Piccioto, 1991), 
reconsider realist (or neorealist) thinking in international relations (Strange, 1996) and 
avoid state-centred perspectives (Sklair, 1991: 144). For them, the state, as one leading 
supporter of the state complained, has ‘virtually ceased to exist as an analytic construct’ 
(Krasner, 1995a: 19). 
 
                                                 
84 There are several approaches to globalization, of which a useful categorization is provided by Ruigrok 
and Van Tulder who identified finance, Inter- and intra-firm competition, technology, political unification, 
and state’s regulatory capabilities as the main areas of study of implications of globalization (1995: 139-
46). 
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There was a great deal of announcements of ‘bad news’ for the state by many, as different 
as political economists, system theorists, socialists, Marxists, pluralists, as well as 
analysts of TNCs, international groups and global warming (see Navari, 1991: 143 and 
1). However, most influential state-withering ideas and arguments in which clearly, as 
Weiss and Hobson remarked, ‘autonomous power and capacity remain very much a blind 
spot,’ are mostly identifiable with the orthodox, ‘Marxist- and liberal-inspired 
scholarship’ (1995: 2). (Neo)Marxism and (neo)Liberalism, with (neo)Realism remain as 
the dominant, ideological classics, perspectives, impressions, paradigms, or theories on 
social change (and on the role of the state in development and modernization), despite 
attempts to go beyond the ‘traditional contests and the traditional theoretical pluralism of 
the classical tradition to a new pluralism that explores the insights to which the 
complexity and dynamism of international relations give rise’ (Doyle and Ikenberry, 
1997:13).85  They, rooted in different temporal and social contexts, differ in philosophical 
foundations, in the explanation and description of the relationship among society, state 
and market, and on the primacy of political and economic variables;86 they, in terms of 
the level-of-analysis framework, diverge on the categorization of independent (and 
dependent) units, with regard to the nation state-system dichotomy.87  
 
A wide range of state-withering predictions are also unmistakably found in what has 
become known as the ‘globalization thesis,’ where many of its proponents, regardless of 
their view on effects of globalization, show firm attachment to the idea that there is a 
‘global political system’ of a ‘poly-centric nature,’ characterised by the ‘permeability of 
the nation-state’ (see McGrew, 1992a: 13).88  They seem convinced that there is a ‘global 
political economy’ that must be analysed in terms of ‘political and economic linkages that 
perforate the pretentious control of the state’ (Isaak, 1995: 193). According to them, as 
Scott noted, ‘human, technological, communicative, political, economic and financial 
networks’ have ‘liberated themselves from the territorial limitation’ and ‘replaced’ the 
state (1997: 4).  
  
                                                 
85  On IR’s theoretical agendas and relatively newer directions (thinking) see, for example, Brown (1996), 
contributions in Doyle and Ikenberry (eds.) (1997), and Burchill and Linklater (2001). 
 
86 See contributions by Waltz, Gilpin, Krasner, Wallerstein and Chase-Dunn. Liberalism, realism 
(considered as problem-solving theories) and Marxism (regarded as a critical theory) are broad and diverse, 
with a variety of denominations (see Cox, 1983).  Each, in the context of the present analysis, is used in a 
narrower sense to refer to the basic concepts shared by most of their exponents. 
 
87 The level-of-analysis, as a conceptual framework, was first systemized by Waltz (1959) in a monograph 
entitled Man, the State and War, and modified by other writers, notably Singer (1961: 77-92). The ‘agent-
structure’ issue, which comprises a parallel expression of the problematical relationship between units and 
the system, has attracted considerable attention in the study of world politics (on the agent-structure-
problem in international relations theory see esp. Wendt, 1987). 
 
88 While one perspective on globalization basically stresses the ‘blessing of deregulation and privatization,’ 
another one underlines the ‘misery caused by global capitalism’ (Van Kersbergen, 1999: 81). Those who 
praise globalization are mostly of neoliberal conviction (Ohmae 1995), and those who vilify it are generally 
of radical or social democratic persuasion (Hoogvelt, 1997 and Gray 1998, and Stiglitz, 2002).  
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Though not as yet, on the basis of focus, agenda and position, a specific theoretical 
paradigm, or model, with distinct sets of definitions and classifications of world politics 
(see Clark, 1999 and Rennstich, 2002),89  the ‘globalization problematique’ not only has, 
as Veseth observed, at the heart the question of the state (2004), but is claimed to capture 
current and important environmental, sociological, political and economic trends (Harris, 
1993 and Clark, 1999). It is regarded as the ‘leitmotif of our age’ (Held and McGrew, 
2000: 1) and the ‘major issue’ in social sciences (Kiely, 1998). 
 
2.1.1  Liberal-pluralism  
Liberal-pluralism, with origins in Locke’s, Bentham’s and Kant’s traditions, groups 
together relatively different ideas, including idealism, liberal internationalism and liberal 
institutionalism. Economic liberalism, traditional or interventionist, appears at the policy 
level in various forms: conservative, classical, neo-classical, Keynesian, monetarist, 
Austrian, social welfarist, rational expectation, etc.), between which some diversion is 
noticeable (Dunne, 1997b). All versions, however, from that of Adam Smith to those of 
contemporary proponents, regard the interests and behaviour of the individual as 
normatively and descriptively fundamental, and consider society as an aggregate, or an 
outcome, of the pursuit of individual requirements and actions; they, in one way or 
another, show a commitment to ‘free markets and minimal state intervention’ (Gilpin, 
1987: 27) and find, as Stepan noted, ‘almost all the functions that in other theories are 
seen as being performed by the state’ to be performed, and performed better, by the 
‘hidden hand of the market mechanism itself’ (1978: 8); there is an adherence to the 
market and the price mechanism as the most efficient means for organizing domestic as 
well as international economic relations, objection to public authorities’ intervention in 
basic economic processes and calls for their withdrawal from direct provisions in favour 
of market and private-sector enterprise solutions (Baldwin, 1993 and Dunne, 1997b). It 
has been ‘uppermost in the consideration’ of development theorists with liberal 
persuasion, the question of ‘whether the state should even try to be an active economic 
agent’ (see Evans, 1992:140, and Harik, 1997: 1). 
 
Liberalism’s analyses of the historical relationship between politics and economics, 
though mostly normative, and seeking to ‘divorce the state and the market’ (Nunn, 1996: 
93), are economistic;90  it views the state (and politics) as an agency through which 
individual interests are pursued, suggests that ‘in the longer run economic forces are 
likely to predominate over political’ (Johnson, 1970: 24), and gives ‘considerable 
importance to international economy,’ in a ‘very apolitical analysis’ (Gourevitch, 1978b: 
                                                 
89 Social and economic developments commonly studied under the heading of globalization have been 
analysed by  writers from the (three) established, traditional schools of thought in IR and IPE, with each 
group advancing its own hypotheses and drawing its own conclusions (see Held and McGrew, 2000: 2).  
 
90 Since classical liberalism, basically a ‘doctrine and set of principles for organizing and managing market 
economy in order to achieve maximum efficiency, economic growth and individual welfare’ (Gilpin, 1987: 
26-7), almost separates economics and politics from one another, there is the view that there is no such 
thing as liberal theory of political economy; however, in liberalism’s statements, following more recent 
metamorphisms, the relationship between political and economic spheres has become evident (Dunne, 
1997b). 
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891). There is a ‘market explanation,’ documented in Odell’s monograph on international 
monetary policy, in which the liberal approach was found to identify international market 
conditions: 
 
as the chief, or a major, source of change in policy content […]. In general, a market explanation 
for policy changes claims that international market conditions changed so as to make it 
economically irrational for government to continue prevailing policy, and it was for this reason 
that the government yielded and adopted a new policy more in conformity with market signals. 
(Odell, 1982: 18)  
 
Liberal ideas gained popularity since the late 1970s and early 1980s onwards, when 
neoclassical economists of different types in economic theory on the role of the state, as 
Sanchez Anchoea pointed out, launched ‘a virulent attack on the state, holding it 
responsible for the economic crises the entire world was experiencing’ (1999:4);91  fiscal 
policies became regarded as creating major disincentives, attempts at macroeconomic 
management as destabilising or doomed to impotence, efforts to plan, regulate and 
control as distorting the economy and spawning parallel markets and publicly-owned 
enterprise as inefficient, incapable of adequate self-improvement; there were, on the state 
as an economic agent, as Killick noted, claims of ‘major disillusionment’ (1989: 9).92
 
Among various liberal versions, in the critique of the statist tradition, stands out the 
interdependence formulation, which underlines the emergence of new forms of co-
operation and competition, as a result of high levels of international trade, investment, 
production, credit transactions, etc. According to it, interdependence, which can be 
symmetric or asymmetric, entails mutual need (or dependence on) of two or more 
international actors for one another; interdependence between economies, in which states 
(or peoples) are affected by many decisions taken by others, is a principal feature of 
world politics.93  It has its accent on the diversity of actors, and the complex and fluid 
nature of the international system, representing, in intellectual dialectic, ‘a reaction 
against realism with its emphasis on the nation-state’ (Staniland, 1985: 110). The state, 
according to it, is not necessarily the ‘gatekeeper between intra-societal and extra-societal 
flows of actions’ (Keohane and Nye, 1971: 722-24). It objects to realism’s principal 
assumption of states as coherent units, recalling the necessity of exploring disagreements 
between government officials (and departments) on the national interest and related 
objectives and policies, in view of the difficulty in defining the national interest, with the 
                                                 
91 Neoclassical economists have rational individuals as the centre of economic analysis and view 
institutions as optimal responses to the need of vital information for individual action (Hodgson, 1991). 
 
92 Developing countries’ economic restructuring programmes have been guided by the neo(liberal), free 
markets and ‘state failure’ orthodoxy, in accordance with the World Bank and IMF’s package (Slater and 
Jackson, 1996); in the World Bank’s view, East Asian economies, which used selective interventions to 
achieve spectacular effects, would have been even more successful if their respective states had not 
intervened in the first place (1993a).  
 
93 On the original work on interdependence see Cooper (1968 and 1986) and Keohane and Nye (1972 and 
1977: 24-29). See, for more definitions of interdependence, Baldwin (1980: 471-506] and Jones, R. (1984), 
in Jones and Willetts (eds.) [esp. pp. 30-33]. 
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growth in the volume and breadth of international exchanges that created complicated 
interdependence patterns (Keohane and Nye, 1977: 3-5, 23 and 27).   
 
Interdependence’s main analytical indication (and contribution), in terms of IR theory, is 
the development of international trends outside the state apparatus, and the redundancy of 
realism’s traditional conception - the subordination of economic processes to diplomatic 
and strategic matters; ‘liberal pluralists,’ who claimed that realism offered ‘a narrow and 
incomplete description and explanation of world affairs’ (Mansbach and Vasquez, 1981: 
6), asked for an alternative ‘pluralistic’ paradigm to assess the complexities and 
transformations of contemporary world politics (Banks, 1985: 16, Sullivan 1989: 255 and 
McGrew, 1992a). They urged for applying far broader, and more adaptable, measures, to 
break away from the rather narrow state-related criteria that are unable to capture the 
multiplicity of interests (Hocking and Smith, 1995: 9) and to ‘transcend the level of 
analysis’ by  ‘conceptually breaking down the hard shell of the nation-state’ (Keohane 
and Nye, 1971: 730).  
 
There is, they believe, the need to look at the characteristics of all actors and their role 
(Hocking and Smith, 1995: 9), and to broaden the conception of actors (Keohane and Nye 
1971: 730). World politics, according to them, must be analysed ‘not in terms of stark 
choice between states and non-states but in terms of a spectrum of forces, each of which 
is relevant to the process of political life: subnational, transnational, governmental, 
intergovernmental and supranational’ (Hocking and Smith, 1995: 9). The study of the 
international system, which is a ‘system of mixed actors,’ must rely on: 
 
a movement away from the assumptions of homogeneity with respect to types of actors, and 
therefore a retreat from the postulate of the state as the fundamental unit of world politics. 
Instead, the mixed actor view envisions a situation in which several qualitatively different types 
of actors interact in the absence of any settled pattern of dominance-submission (of hierarchical) 
relationship. In such a system, questions concerning political stature, competencies, rights, 
obligations and so forth cannot be dealt with in terms of simple rule indicating the supremacy of 
one type of actor and, therefore, they must be worked out on an ad hoc basis with different results 
for different types of relationship. (Young, 1972: 136) 
 
Increased economic interconnectedness (and rapid technological changes), 
interdependence proponents argued, are leading to a pattern of complex interdependence 
that ‘severely constrains the freedom of action of governments’ (see Gourevitch, 1978b: 
892). One of the ‘clearest effects’ of ‘rising capital mobility,’ according to Keohane and 
Milner, is to ‘undermine government’s autonomy in the domain of macro-economic 
policy’ (1996: 256). More linkages and flows between countries, which have little to do 
with the nation-state, according to them, limit deliberate policy choices, and makes state 
sovereignty ‘as leaky as a sieve’ (Isaak, 1995: 193). 
 
The contention that realism, as  a result of the fundamental changes in the structure of the 
international system, within the cultural, economic and technical realms, was no longer 
offering a comprehensive theory gained  momentum with the growth of non-state actors, 
particularly TNCs (Keohane and Nye, 1971). The expansion of corporate business 
networks was regarded by interdependence analysts as ‘one of the major features of the 
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increasing interdependence of the international economy’ (Sally, 1995: 9), which, they 
insisted, underline the importance of adopting pluralist-based transnationalism, at the 
expense of the state, due to its decreasing role as a result of the growth in the activities of 
a myriad of transnational actors, particularly TNCs (Keohane and Nye, 1971 and 1977); 
the power of the state is being eclipsed by the TNCs, declares a prominent contributor to 
neo-liberalism (Drucker, 1994).   
 
‘Traditional’ liberals, who advocate benefits of moving ever closer towards a ‘fusion’ of 
national economies into a single worldwide economy, and prescribe the need to avoid any 
effective regulation of cross-country trade and commerce, are not concerned with the 
impact of TNCs on state authority in the economy, which according to them ‘must be as 
independent as possible anyway’ (Anderson, 1996: 44-45). They, as Baylis and Smith 
noted in the editorial introduction, explain that states, though may be legally sovereign, 
have in practice to negotiate with all sorts of other actors, with the result that their 
freedom to act (as they might wish) is seriously curtailed, and conclude that that 
sovereignty is not as important in practice as realists think in theory (1997: 1-11). 
 
2.1.2  Dependency and world system  
The dependency and world system (and other radical) perspectives, despite some 
methodological differences, share the same inquiry priorities (primarily imperialism and 
the political economy issues of the relationship between countries of different levels of 
development and wealth), as well as principles and conventions (Marxist-Leninist 
critique of capitalism, with non-Marxist elements).94  They, though at variance on how 
much leeway actors such as states have, are holistic on the dominance of the whole 
structure over parts, finding it ‘possible and indeed mandatory,’ in order to ‘comprehend 
the laws of motion of both the advanced and the backwards parts of the capitalist world,’ 
to ‘abstract from the peculiarities of the individual cases and to concentrate on their 
common characteristics’ (Baran, 1973: 265).95
 
The dependency and world system analyses, in trenchant objections to the realist 
understanding of the genesis and importance of political structures, are characterized, 
besides holism, by economic determinism; ‘through functionalist and systems 
approaches,’ the challenges to the state-centric view developed out of a ‘[c]oncern with 
the requisites of capitalism, and even economic determinism,’ in which the ‘state was 
subordinated’ with the assumption that it ‘was part of a larger system, part of which was 
also an economic system’ (Navari, 1991: 2). The state, for Marxists (and neo-Marxists) - 
who from the mid-1960s onward initiated series of debates on the role of the capitalist 
state in the transition from feudalism to capitalism, and its properties in advanced 
industrial countries as well as in ‘dependent’ economies - is an instrument of the ruling 
class, a field for political class struggle and the product of economic accumulation and 
                                                 
94 Marxism, in analytic and evaluative terms, is a far broader intellectual enterprise. See Miliband, (1977) 
and contributions in Chilcote (ed.) (1982). 
 
95 The fundamental notion uniting structuralist perceptions is that the structure conditions outcomes, and the 
distribution of wealth and power (Balaam and Veseth, 1996).  
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production relations.96 The expansion of the large commercial firms is regarded, notably 
by Galtung, Chase-Dunn, Stallings, Baran, Sweezy, Gunder Frank and Wallerstein, as a 
step in the evolution of capitalism, as international, multinational, transnational or 
supranational capital, the  dominant power of which is one of the prevailing features of an 
increasingly modernized world (see Palma, 1978: 900). Towards TNCs that roam the 
world, away from territory-based governments, there is, they affirm, a shift in the balance 
of power, as a result of the ‘growth in the structural power of capital’ (Barnet and 
Cavanagh, 1994).97  The ‘autonomy of transnational capital,’ they believe, ‘leads to the 
exploitation of both states and non-state groups,’ as it ‘cannot be taken for granted that 
the interests of transnational capital and a given state will coincide’ (Smith, 1992: 264).  
 
The dependency approach, which ‘arose by picking up Marx’s theory of capitalist 
imperialism and Marx’s concern for the domestic distribution of wealth, adding a strong 
dose of economic nationalism to its recipe’ (Isaak, 1995: 194), combines ‘elements of 
traditional Marxism with economic nationalism’ (Gilpin, 1987: 282), as a ‘variant’ some 
believe, of ‘neo-Marxist perspective on the situation facing the erstwhile colonial 
territories’ (Dougherty and Pfaltzgraff, 1997: 241). In addition to dependency (on the 
dependence of the third world countries on industrialized, first world countries), other 
development-related issues of structuralism, internal colonialism and marginality were 
during the 1970s addressed by analysts from the Economic Commission for Latin 
America or ECLA and other radical writers.98  The most influential variants of 
dependency include the ‘development of underdevelopment’ of Gunder Frank (1967, 
1969 and 1979), ‘exploitation’ of Samir Amin (1976) and ‘imperial neglect’ of Brown 
(1970). 
 
The dependencistas originally concerned themselves with theoretical and policy issues 
(and political strategies) related to the problems of development in Latin American 
countries, given their openness to powerful external influences.99  Their attention later fell 
on the wealth gap between different parts of the world in the context of the North-South 
divide, to the ‘relations between rich and poor and the ways in which there are essentially 
irreconcilable conflicts between them arising from the exploitation of the Third World’ 
                                                 
96 Some of the most important Marxist and neo-Marxist theories of the state are included in the work of 
Hobsbawm (1968), Poulantzas (1973) and Miliband (1968 and 1977). For noteworthy discussions of 
reductionist, economistic conceptualization of politics, see Jessop (1982), Carnoy (1984) and Kohli (1986).  
 
97 In Marxist critical theory, the competitive state system and global capitalism are analytically treated as 
the constituents of one realm.  Chase-Dunn, for example, who considers capitalism and the state system as 
a single ‘interactive socio-economic system,’ having a ‘single, integrated logic,’ argues that ‘the interstate 
system is the political side of capitalism,’ and ‘not an analytical autonomous system’ (1981: 21 and 19). 
 
98 See, in particular, Dos Santos (1970), Cardoso (1973), Sunkel (1972 and 1973), Cardoso and Falletto 
(1979) and Valenzuela and Valenzuela (1978). Kay (1989) offers a comprehensive analysis of all four 
strands of the work of Latin American school of development.  
 
99 The dependency school, known for its critical stance on foreign capital in developing countries, emerged 
in a second stage of the development theory, a reaction to the modernization paradigm (See Kohli, 1986: 3-
21).  
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(see Hocking and Smith, 1995: 23). Their major academic treatment has been what they 
identified as the subjugation of Latin American (and other developing economies of the 
South) in an international system dominated by the advanced capitalist economies of the 
North; ‘dependent countries,’ they argued, are positioned in the periphery in a system 
having its core in Western Europe and North America, doomed to stagnation, incapable 
of developing an indigenous capitalism;100 in their analyses of dominance and 
dependence relations, trade relations and capital flows are ‘asymmetrical, shifting surplus 
to the core and undermining the resource base of peripheral states’ (see Evans, 1985: 
193).  
 
The world system theory of Wallerstein - generally considered as the driving intellectual 
force behind it - represents another prominent structuralist perspective, in many ways 
indebted to Marx’s pronouncements on international economic relations.101  It examines 
the historical evidence for the functions of various states within the capitalist world 
economy projecting it, as a pattern, into the future, while identifying its uneven 
development, in its social, political and economic aspects; it seeks to establish the 
historical evolution of each country, or region, from a global spatio-temporal perspective 
on the whole capitalist world economy since the sixteenth century. The world, it informs, 
is divided into three structural positions - core, periphery and semi-periphery - the last of 
which is essential to the smooth running of the international economy, acting as a bridge 
between core and periphery, and as a channel for exchanges; countries fall into one of 
three groups, related to each other in a three-tiered hierarchical formation: the rich, 
industrialized, and militarily stronger countries constitute the core of the capitalist world 
system; the poorest, often agrarian countries, belong to the periphery, the weakest tier in 
the hierarchy; and the semi-periphery, with an economic base showing a combination of 
core industrialization and peripheral agrarian characteristics. With its Marxist outlook, it 
reports on the relationship among the tiers (groups) of countries in terms of conflict, 
exploitation and disparity (Wallerstein, 1974b).102   
 
Structuralist Marxist writers, espousing economic determinism and the method of totality, 
questioned the competence of political organisations in confronting the structural changes 
associated with the movement of capital; they, as Reynolds noted, consider that the 
‘economic function has been performed since the emergence of the capitalist system 
primarily by non-state actors,’ associating the ‘crisis of world capitalism’ to the ‘gradual 
closing of the gap between economic and political decisions’ (1989:188-9).103  They, in 
                                                 
100 Caporaso (1978) offers a comprehensive analysis (including definitions) of concepts of dependence and 
dependency. See Palma (1978) for a worthy summery of the literature on dependency, and Evans (1979) on 
dependent- or associated development. 
 
101 The modern world system theory has been further developed by other scholars, notably Chase-Dunn 
(1989) and (1995, Vol. I&II).  
 
102 See also Wallerstein (1974a, 1979 and 1980). 
 
103 One of the central ideas of structuralist authors has been the ‘territorial non-coincidence between 
transnational capital and the state’ (Murray, 1975a and 1975b). 
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particular dependency analysts, are renowned for their focus on the way ‘techno-
industrial oligopoly capitalism’ penetrates developing economies and its impacts;104  for 
them, whose fundamental premise is the strong (core)-weak (periphery) state dichotomy, 
how any particular state is affected was largely dependent on its position in the world 
system, whereby ‘peripheral states’ are weakened and ‘core states’ are simultaneously 
strengthened by increased transnational flows (see Evans, 1985: 193).  
 
Many structuralists, although showing some divergence,105 look at the international, 
transnational, or global capitalist economy (which they believe is systematically 
favouring rich countries at the expense of poorer ones) as the dominant structure; for 
them, what matters is the dominance of the power, not of states, but of private capital, 
which - they claim - is penetrating borders, creating the structures within which all actors 
operate, and ultimately, determining the main patterns of political and economic changes 
(see Palma, 1978). Such dominant ‘dependency structures’ are particularly 
distinguishable in dependencistas’ treatment of the relations between internal  and 
external spheres, in which there is ‘less weight to purely national, internal factors such as 
specific historical conditions, institutions, economic forms and politics,’ for developing 
countries caught in ‘a system of pressures which sharply constrain, indeed, wholly 
determine the options available’ (Gourevitch, 1978b: 888); they, like Dos Santos, 
identified dependency as ‘a historical condition which shapes a certain structure of the 
world economy such that it favours some countries to the detriment of others, and limits 
the development possibilities of the subordinate economies’ (1973: 109); they, with the 
perception that the penetration of transnational capital severely reduces the capability of 
pursuing autonomous development strategies, ‘mourned the loss of national control that 
results from activities of TNCs’ (Biersteker and Weber, 1996: 7).106  FDI, an important 
source of capital for developing countries, according to Stallings, a classic in the 
dependency literature, restricts autonomy while allowing investors to maintain control 
(1985). 
 
Correspondingly, in the world system theory, the main ‘focus is on the capitalist mode of 
production and the mobility of capital, and states are understood as one kind of 
organization used by classes to defend or promote their interests within the competitive 
arena which is the world-economy’ (Bornschier and Chase-Dunn, 1985: 9). It recognizes 
as real only a world system, from which are mere derivatives other seeming entities, 
                                                 
104 Oligopoly describes a market structure in which a few companies dominate an entire industry, or control 
a large share of the total production or sales of a particular commodity or service in a country (not 
necessarily all production or marketing operations) (Glossary, Spero and Hart, 1977: 382). 
 
105 For example, while the main focus of the world system perspective falls on world-level characteristics, 
the dependency school tends to retain the nation-state as the main unit of analysis in addressing the 
interaction between “internal” and “external” processes (Bornschier and Chase-Dunn, 1985: 3). The world 
system perspective also faults dependence for neglecting the implications of the global division of labour 
(Isaak, 1995: 195). 
 
106 As two analysts, in a review of theories of imperialism and North-South relations, remarked, ‘[o]ne of 
the important aspects of the North-South debate pertains to the MNCs’ (Dougherty and Pfaltzgraff (1997: 
245). 
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understandable only by a reference to the development, demands and needs of the 
system; it is - though mostly dealing with particular situations and specific case studies - 
deterministic (like dependency); it treats states as dependent variables of the system, as 
only ‘one kind of organizational structures among others within this single social system,’ 
where ‘there is no such thing as national development’ (Wallerstein, 1979: 24, 35). As 
Gourevitch pointed out, in Wallerstein’s view:  
 
States are the concrete precipitates from a system, not the component units of it […]. The 
international division of labor determines how much variance in political forms is allowed the 
component units. Position in the division of labor determines the type of form: states at the core 
must be strong; states at the periphery must be weak. (Gourevitch, 1978b: 890) 
 
The dependency and world system theories, on implications of foreign capital, reject the 
unified state as an actor, or as a useful conceptual building block of theory, since the role 
of the state in the Marxist tradition is a supportive and subsidiary one in relation to 
capitalism (see Hill, 1997: 52-4). They view the ‘government as a tool of the dominant 
class of capitalist bourgeois owners’ (Nunn, 1996: 92), which uses its control of state 
power to protect the interest of foreign capital  (Kitching, 1982). According to these 
perspectives, which emphasize the influence of dominance and dependence structures in 
the international system, as the editors of Perspectives on World Politics pointed out:  
 
Although the state still acts as a focus of activity and coercive power, it stands in particular 
structural relationship to dominant economic and political interests, which use it as a channel or a 
support for the pursuit of their aims. The state achieves less autonomy as an actor in world 
politics, since in many ways it is merely the recruit or the representative of other, more 
fundamental interests. Where the state is adequate to the task of supporting dominant interests-
chiefly those of big capital - then it will be used, but where it fails to match up to the increasing 
global needs characteristics of large corporations, then it will be discarded or ignored. (Little and 
Smith, 1991: 8) 
 
2.1.3  Globalization thesis 
Among the various state-withering assumptions of the globalization thesis, outstanding in 
terms of IPE, which merit for the purpose of this inquiry a detailed analysis, are at least 
three:  
 
(1) ‘Global corporations’ drive ‘economic globalization’  
Globalization, as a concept, traceable back to McLuhan’s ‘global village’ (1964), is used 
to denote the expanding scale, growing magnitude, speeding up and deepening impact of 
patterns of social interaction (Held and McGrew, 2000: 4). It is applied to signify the 
‘fusing of a wide variety of human activities, values, structures and concerns on a global 
scale’ or ‘global interfusion’ (Anderson, 1996: 19), or the ‘intensification of economic, 
political, social and cultural relations across borders’ (Holm and Sorensen, 1995: 1), or 
the  ‘multiplicity of linkages and interconnectedness between states and societies’ 
(McGrew, 1992a: 23) or the ‘supra-national economic, political, social and cultural 
processes’ (Harding and Le Gales, 1997: 184).  
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On such a ‘global process,’ in some writing, the ‘economic and social dimensions’ are 
thought to be ‘conceptually unified’ (Lévy, 1997: 315), as globalization is taken as much 
a political and ideological phenomenon as an economic (Mishra, 1999), attributed to it 
both economic and non-economic dimensions (Prakash and Hart, 2000); it is understood 
as the combined effect of political and economic structural and processual elements 
(Cerny, 1995: 596), in a ‘transition to a single transnational political-economy’ (Adams 
and Gupta, 1997: 1), as a function of the two, foremost features of the modern era, the 
nation-state system and the ‘global market economy’ (Jones, 1995). What is seen on the 
ground, at various geographical scales is in Dicken’s view primarily: 
 
the outcome of the interaction between two sets of institutions - transnational corporations and 
states - set within the context of a volatile technological environment. Through a complex and 
dynamic set of interactions, these constitute the primary generators of global economic 
transformation. (1998: xiv)  
 
There, the accent is on the ‘technological and political changes’ (Dunning, 1993: 533), or 
the escalation of the complexity of all kinds of political and technical (and other non-
economic) structures and processes (see Hout, 1996: 165-6, and Anderson, 1996). Most 
‘theories of globalization,’ however, clearly ‘take their lead from Marx in stressing its 
economic foundations,’ identifying capitalism as its vehicle, and attributing ‘economic 
exchanges over great distances’ to capital’s ‘particular institutions,’ such as ‘financial 
markets, commodities, contractualized labour and alienable property’ (Waters, 1995: 
66).107  Some, in sociology, for example, on the ‘objective and subjective aspects’ of 
globalization, label as the objective aspect the rise to prominence of ‘global markets,’ 
whereas the subjective aspect is making more people as ‘increasingly viewing themselves 
as participants in a globalized world’ (Yearley, 1996, chap. 1, pp. 1-25). 
 
Globalization was used more than decades ago to refer to the European-led expansion 
campaigns to gain control over other societies and regions, and integrate them into one 
global trading system (Modelski, 1972).108  The term has more recently been applied to 
describe the ‘forging of close links between different markets and production structures,’ 
or the ‘intensification of economic ties,’ through ‘flows of goods, services, investment 
and factors of production,’ between ‘national economies’ (Safadi, 1997: 19), or political 
boundaries of nation-states’ (Oman, 1994: 33 and Nayyar, 1997: 13). It is used in a 
positive sense to describe ‘increasing integration into the world economy,’ and in a 
normative sense to prescribe ‘a strategy of development based on a rapid integration with 
the world economy’ (Nayyar, 1997: 13-14), or as ‘anti-interventionist liberalism,’ in 
association with ‘pleas for the deregulation of national economies, the support of 
multinational corporations, and the liberalization of markets, particularly financial 
markets’ (Van Kersbergen, 1999: 80). 
 
                                                 
107 Bina identified globalization of social relations of capital and corresponding transnationalization of 
labour as the major dynamic elements of globalization (1997, chap. 3, pp. 41-58).  
 
108 A similar interpretation is behind the French expression economie-monde used by Braudel (1979) in his 
contribution on the emergence of capitalism. 
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The ‘globalization problematique,’ explained Veseth, asks questions about the causes and 
effects of increasingly global market structures, and begins with the global expansion of 
production and finance (2004). Globalization, it is too often argued, is ‘powerfully 
driven’ by the large corporations (Stiglitz, 2002:10). They are singled out as 
globalization’s principal agents (Cox, 1996: 23 and Cheru, 1996: 145), its cause and 
consequence (Mitchell, 1992: 180), and the main focus for its hopes and fears (Waters, 
1995: 75).  Globalization, as a phenomenon, is defined in terms of corporate strategies 
(Porter, 1986), to be ‘more usefully understood,’ from a policy perspective, as a 
‘microeconomic phenomenon’ driven by the corporations’ ‘strategies and behaviour’ 
(Oman, 1994: 13). FDI is regarded as a ‘major force shaping globalization’ (UNCTD, 
1996: xiv), one of its ‘strongest components’ (Petrella, 1996: 73), the outcome of 
globalization of national economies (Chan, 1995: 2), and central in ‘perception of 
globalization’ (Oman, 1994: 12-13), and ‘measure of globalization’ (Magdoff, 1992: 50).  
 
For the globalists, clear manifestations of globalization are the changes in corporate 
business strategies, in the so called post-Fordism era (see Jessop, 1994), or the industrial 
‘spatial reorganization’ (see Mittelman, 1996: 2). They identify as the ‘driving force of 
globalization’ the ‘coming-of-age and international diffusion of the new system of 
corporate and intra-firm organization, variously referred to as flexible or lean production, 
or the new competition’ (Oman, 1994: 13). The whole process of globalization, according 
to them, is nothing more than the ‘entrepreneurial response to a changing environment’ 
by the corporations (Gundlach and Nunnenkamp, 1996: 3), which have to ‘operate in all 
regions of the world and to adopt their organizational structures accordingly’ (see 
Hocking and Smith, 1995: 33).109
 
The (few hundred) powerful corporations, according to them ‘reflect the increasing 
globalization of the world economy’ (Holsti, 1992: 53), in becoming truly global, 
footloose, borderless, or denationalized (Reich, 1991, Ohmae, 1990, Corstjens, 1991 and 
Willetts, 1997), or ‘increasingly disconnected from their home base’ (Gereffi, 1996: 53), 
leaving corporate headquarters merely as a ‘convenient site for strategic decision-
making’ (Willetts, 1997: 293). Their ‘way of doing things,’ they assume, as Dicken 
noted, have converged towards a ‘single globally-integrated model’ (1998: 193), in which 
‘different stages of production are located in different countries,’ marketing involves the 
promotion of a ‘uniform brand image in all countries,’ and the ‘top management’ 
incorporates ‘people from several countries,’ with all managers ‘speak[ing] a single 
language, usually English’ (Willetts, 1997: 293).110  Only the large corporations, their 
claim is, posses the resources at the world level to be ‘global players’ (see Boyer and 
                                                 
109 See also Cox (1993 and 1994), Jones (1995, chap. 7, pp. 165-83) and Svetlicic and Singer (1996, chap. 
1, pp. 15-38).   
 
110 A known supporter of globalization, addressing a group of TNC managers, suggested that ‘[b]efore 
national identity, before local affiliation, before German ego or Italian ego or Japanese ego - before any of 
this comes the commitment to a single, unified global mission [...]. Country of origin does not matter. 
Location of Headquarters does not matter. The products for which you are responsible and the company 
you serve have become denationalized’ (Ohmae, 1990: 94). On ‘global player’ claims of Dutch banks see 
Ruigrok and Van Tulder (1995: 152). 
 
 43
Drache, 1996: 7), as governments, parliaments, trade unions or universities, as 
institutions, lack the ‘strategic capability’ or sufficient flexibility to adapt easily or 
quickly to changing conditions (see Petrella, 1996: 73-4).111
 
(2) ‘Economic globalization’ constructs a new, ‘global’ world order 
Globalization, according to many globalists, as Mittelman  pointed out, is ‘crucial to 
understanding IPE,’ since it ‘directs attention to fundamental changes under way in the 
post Cold War era’ (1996: 2). A ‘significant change,’ many adherents to the globalization 
thesis inform, has been ‘unfolding in the world’ that the term globalization ‘characterizes 
it well’ (Scholte, 1997a: 14). The change, they claim, is ‘more rapid than human society 
had ever before experienced’ (Strange, 1996) or ‘so profound, so unpredictable and so 
fast,’ that ‘we are living history’ (Svetlicic and Singer, 1996: 15). Globalization, in their 
opinion, ‘produced much that is new in the world economy and politics’ (1992: 74), in a 
‘new stage in the development of the world economic and political system’ (Gamble et 
al, 1996: 5), a ‘new economic as well as political and cultural order’ (see Dicken, 1998: 
3), or a ‘new kind of world order’ (Gamble et al, 1996: 5). 
 
Globalization - though its causes and consequences are not easily measurable, and any 
empirical evidence remains ambiguous - is for the globalists a much more recent 
phenomenon, associated with post-industrialization, post-modernization or the 
disorganization of capitalism (Waters, 1995, chap. 1, pp. 1-10), distinguishable from 
earlier processes of multinationalization and internationalization (Beaud, 1989, Petrella, 
1996, Scholte, 1997a). It signifies, according to them, a ‘quantum leap’ beyond previous 
stage of internationalization (see Ruigrok and Van Tulder, 1995: 119), being, as Dicken 
noted, qualitatively different (1998: 5, emphasis in the original),112  a faster and changed 
form of it (see Jessop, 1994: 104). Globalization, claimed Scholte, makes the world one 
relatively ‘borderless social sphere,’ unlike internationalization, under which countries 
remain ‘distinct and separate places’ (1997a: 13-30).113  Equating globalization with 
multilateralism is also inadequate, informs Oman, since it tends to cloud the specificity of 
globalization, the understanding of the forces driving regionalization and the nature of the 
interaction between globalization and regionalization (1994, chap. 1, pp. 27-41). Kobrin 
finds the present situation to be different from that existing just after 1900 and before 
1914, when the term internationalization captured the social reality of the day, in that the 
extent of integration is broader  (in terms of the number of national markets involved) and 
deeper (in terms of the density and velocity of trade and investment); and more 
                                                 
111 Modern technological innovations, which are mostly under the control of the large TNCs, are also 
regarded as the ‘decisive agents of globalization’ (McGrew, 1992a: 25). 
 
112 Globalization, as Dicken noted, is said to entail the functional integration of internationally-dispersed 
activities, not merely the geographical extension of economic activity across national boundaries (1998: 1-
6). 
 
113 The word international was coined by Jeremy Bentham in 1780s to signify a deepening reality of Europe 
of the time, above all the rise of nation-states and increases in commercial exchanges between countries. 
The term ‘internationalization’ is used to describe the changes generated by reductions in transaction costs 
that increase the cross border flows of goods, services and capital (Milner and Keohane, 1996). 
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importantly, the dominant mode of organization has moved away from the market to the 
hierarchy of international production within firms (1997: 146-171). 
 
Globalization is seen by supporters of the globalization thesis as the ‘emerging 
reconfiguration of the world’ (see Dicken, 1998: 3), or the new ‘global order,’ which is 
creating ‘a number of potentially far-reaching changes in world order’ (Scholte, 1997a: 
22), such as the disruption of patterns of social relationships, the paving of the way for 
worldwide economic restructuring and the calling into question old notions of 
development and progress (Lévy, 1997: 316). Its ‘upsurge and diversification,’ according 
to Marxists (and supporters of world system perspective), has been ‘introducing new 
economic and political features in the countries of both the periphery and the core’ 
(Magdoff, 1992: 44). It has, it is thought, ‘even more dramatic impact’ on the societies of 
developing nations, on ‘political and economic fabric’ (Adams and Gupta, 1997: 9), and a 
greater challenge for their economies,114  in reaping benefits, and not to be excluded, from 
the growth of dynamics of globalization. 115
 
The genesis of this ‘new phase’ in world history, or the ‘global world,’ has been 
attributed to what is seen as the ‘profound re-organization’ of the economy in what used 
to be called the ‘first world,’ the ‘second world’ and the ‘third world’ (Petrella, 1996: 62). 
In this economistic view overlying the economic foundation of the globalization thesis, a 
fundamental, possibly irreversible, change is said to have occurred in the world economy, 
resulting in a deep shift in its structure and operations (Drucker, 1986: 768, and Cohen 
and Zysman, 1987: 79); there is, assume globalists, a ‘new geo-economy qualitatively 
different from the past’ (see Dicken, 1998: 6), because it is becoming globalized (see 
Svetlicic and Singer, 1996: 19), as a consolidated global economy (Barnet and Gavanagh, 
1994, and Reich, 1991:  3 and 8) that is ‘genuinely borderless,’ with ‘[i]nformation, 
capital and innovation flow[ing] all over the world at top speed’ (Ohmae, 1995, inside 
cover). 
 
(3) The ‘global corporations’ undermine economic sovereignty  
In the globalization thesis, on the condition of the state, a primary entrenched assumption 
is that the ‘new global order’ is distinguishable by a considerable recession in ‘constraints 
of geography on social and cultural arrangements’ (Waters, 1995: 3), with social relations 
acquiring ‘distanceless and borderless qualities’ (Scholte, 1997a: 14).116  Globalization, 
globalists argue, brings about ‘space of flows’ (Castells, 1996),117  ‘time-space 
                                                 
114 Globalization is considered by writers like Oman as the main challenge for developing and newly 
industrialised countries, as much as for OECD countries (1994: 17). The OECD was established by 
Western industrialized countries as an international institution for the collective monitoring of national and 
world economic developments, and for the co-ordination of economic policy measures 
 
115 See Svetlicic and Singer (1996, chap. 1, pp. 15-38), Lévy (1997, chap. 15, pp. 315-335), Kiely (1998) 
and Roy (1999). 
 
116 On the ‘borderless world’ see esp. Ohmae (1985, 1990 and 1995). 
 
117 In the Rise of Network Society, the sociologist Castells (1996) claimed that the forces of globalization 
are replacing the ‘space of places’ with a ‘space of flows.’  
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compression’ (Harvey, 1989), ‘time-space shrinking’ (Allen and Hamnett, 1996), ‘death 
of distance’ (Cairncross, 1997), ‘end of geography’ (O’Brien and Harris, 1992) and ‘end 
of the nation-state’ (Ohmae, 1995). The nation-state is thought to be ‘fade[ing] slowly but 
surely from the scene’ (see Hocking and Smith, 1995: 8), or ‘losing control over domestic 
economic and political affairs’ (Adams and Gupta, 1997: 1), being what an ardent 
globalist called a ‘dinosaur waiting to die’ (Ohmae, 1993 and 1995). 
 
Global changes, the claim is, are ‘destroying the sovereignty and cohesion of nation 
states’ (Bienefeld, 1996: 434), ‘blunting the edges of national sovereignty’ (Svetlicic and 
Singer, 1996: 27) and  reducing economic sovereignty (Oman, 1994 and 1996); they are 
challenging the authority, legitimacy, policy-making capacity and policy-implementing 
effectiveness of states (Cerny, 1995, and Mishra, 1999), causing the erosion or decline of 
state authority (Rosenau, 1990, and Strange, 1996), and ‘pulling apart the traditional roles 
and powers of sovereign governments’ (Stopford 1997: 457), as it is ‘undermining the 
traditional separation between the domains of domestic and international policies’ 
(Safadi, 1997: 20). Globalization, for its critics, who find it as ‘a threat to objectives of 
social, industrial, technological or regional policies of the state’ (Ruigrok and Van 
Tulder, 1995: 144), is weakening the ‘political and social control which up to now had 
been defined precisely by the frontiers of autocentred nation-states’ (Amin, 1997: 3) 
From ‘its negative effects,’ they argue, the ‘powers of states in shielding domestic 
economies’ are ‘being diminished’ (Cox, 1996: 26-27). 
 
Globalization, many of its critics as well as supporters assume, from a functionalist point 
of view, leaves the state as no longer a significant actor, a meaningful economic unit (see 
Dicken, 1998: 3), or an ‘appropriate agency for the solution of global problems’ (see 
Hocking and Smith, 1995: 8). It is reducing the capability of the state to perform its tasks, 
owing to the critical changes it brought about in its form and function, as a new kind, 
with its own institutional forms, which is a post-national, region state (Ohmae, 1993 and 
1995), a post-sovereign state (Clarkson, 1993) or an internationalized state (Cox, 1992, 
1994 and 1996). The ‘globalization trend,’ in the work of Cox, makes states lose 
‘autonomous regulatory power,’ because it leads to their internationalization, 
transforming them into ‘agencies of the globalizing world.’118  The state: 
 
becomes a transmission belt from the global to the national economy, where heretofore it had 
acted as a bulwark defending domestic welfare from external disturbances [...]. Power within the 
state becomes concentrated in those agencies in closest touch with the global economy. The 
agencies that are more closely identified with domestic clients [...] become subordinated. (Cox, 
1992: 30-31)  
 
For many who grieve over the state, of various facets of they regard as the globalization 
phenomenon, the economic, or the objective aspect, constitutes the most serious 
challenges to realists’ long-standing views; it is globalization in the economic realm, for 
                                                 
118 This full-scale study of the internationalization of the state and the impact of globalizing capital on the 
power of states is founded on his historical-materialist understanding of social forces (see in particular Cox, 
1987). 
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them, that generates a strong movement in the direction of political disintegration 
(Behrman, 1996: 41-54 and Adams and Gupta, 1997: 1-12) and constrains states’ 
governance of economic activities (Dunning, 1997); it is vis-à-vis the ‘global economy,’ 
they claim, that states become ‘less autonomous’ (Potter, 1992: 219-20), are ‘no longer 
closed units’ and ‘cannot control their economies’ (see Baylis and Smith, 1997: 9). 
 
The globalization thesis, in its analytical component, besides holism and dominance of 
the structure, is also characterized by economic determinism, seeking to establish, mono-
causally, the effects of economic globalization as a ‘new world politics’ (see Baylis and 
Smith, 1997: 7-9), in which questionable is the ‘realist notion of states as autonomous 
economic units with their own resources behind well-defined territorial boundaries’ (see 
Holm and Sorenson, 1995: 189), and the ‘scope for state autonomy (see Mittelman, 1996: 
7). As a result of the globalization of finance, industry and technology, the ‘old ideas of 
national autonomy, economic independence, self-reliance and self-sufficiency,’ Doraj 
claims, have ‘become obsolete’ and the ‘economic decision making has become 
transnational,’ with the state becoming the ‘agent of the international system’ (1995: 1-2) 
 
Testimonial of the economic determinism of the globalization thesis are studies by 
Drucker (1986: 768-91) and (1994), in which traditional policies and remedies attempted 
by states in the global economy are believed to be no longer operable; and Patnaik, on the 
nation-state in the era of globalization, in which implications of financial globalization 
for the ‘control area’ of the state (refers to the domain that presupposes any capacity to 
intervene and over which the intentions of the intervening agency - in this case the state - 
can be made to correspond approximately with the outcomes of its actions), were 
discussed (1995: 2052); his argument is that the control area of nation-states has 
decisively been threatened by the globalization of financial transactions: 
 
The vortex of globalization, of which financial globalization is the most crucial aspect, [...] also 
entails an undermining of the nation-state as it has existed. […] Financial fluidity undermined the 
control area of nation-states and made all agendas of state intervention appear vacuous. (Patnaik, 
1995: 2049-2052) 
 
This economic determinism is particularly marked in writings of critics, who stress the 
significance of capital in the working of globalization that ‘has not changed the basic way 
capitalism operates’ (Magdoff, 1992: 74). There is, according to Mishra, ‘little doubt that 
globalization has strengthened the hands of capital against the nation state’ (1999: 12).  It 
is, asserts Bina, the globalization of capital, or more precisely, the globalization of social 
relations of capital (and the corresponding transnationalization of labour, the main 
dynamic elements of globalization) that is causing the loss of national autonomy and the 
‘worldwide hegemony of social capital,’ in ‘global social relations’ beyond the nation-
state (1997: 41-58).  
 
Whatever the emphasis, a common conclusion is that the progressive decline in the power 
of most states, and their ineffectiveness in key policy areas, are symptoms of the evolving 
global economy and the substantial gains in the power of global markets, which are 
‘putting an end to the national economy and national capitalism as the most pertinent and 
effective basis for the organization and management of the production and distribution of 
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the wealth’ (Petrella, 1996: 62); increasingly unrestrained and unregulated global markets 
are weakening the ability of nation-states to regulate their affairs (see Scott, 1997, 
Preface); national governments, in the global market economy, are said to have ‘lost 
effective control over much of the economic activity which takes place within their 
territories’ (Adams and Gupta, 1997: 2). The market-determinism of the globalization 
thesis is clearly recognizable in what the editors of States Against the Market: The limits 
of globalization attributed to many of its proponents:  
 
markets have taken their revenge. Financial institutions decide which state policies are 
acceptable, which are not. In these new circumstances governments are beholden to market forces 
in a way few could have predicted. Markets now define the limits of politics; the dismal economic 
science is back and economists now exert unprecedented influence in shaping public policy. […] 
If all this intense activity - the changes in state-market relations, can be reduced to a single 
concept, it would be globalization. (Boyer and Drache, 1996: 1)  
 
The globalization literature is ‘filled’ with accounts of large corporations ‘creating a 
borderless world’ that entails ‘freeing them from national governmental regulations and 
restrictions’ (Rennstich, 2002:1-2). The assumed alterations in the system of states, and 
the shifts, at the expense of the state, in the state-global market balance of power, are 
attributed to the industrial and commercial activities undertaken by what are considered 
as ‘global corporations’ (Ruggie, 1993: 143). Their globalization of production is said to 
be ‘encapsulating, and reconfiguring the nature of economic space,’ and challenging the 
‘extent and form of the involvement of national governments in the organization of both 
domestic and international economic activity’ (Dunning, 1997: 1-24), with ‘many states’ 
finding themselves ‘dwarfed in economic terms’ (Anderson, 1996: 42).119   
 
2.2  Theoretical and methodological faults of state-withering perspectives  
The preceding analyses show that many international relations analysts, in a trend that 
nowhere was ‘more apparent’ than in the ‘study of the politics of international economic 
relations,’ as Krasner remarked, have ‘multinationalized, transnationalized, 
bureaucratized, and transgovernmentalized the state’ (1995a: 19). However, to the 
arguments ‘about the nature and capacity of Third World states,’ transnational factors 
have always been ‘central’ (Evans, 1985: 194). The topic of transnational relations, which 
rose to a certain prominence during the early 1970s, faded away in later years, but was 
quickly given a revival since the 1990s by writers who believed that pronouncing its 
death was premature, symbolized in certain titles of books and commentaries.120  The 
attempt at the ‘understanding [of] transnational phenomena as agents that exist 
independent of the state’ remain as  a common methodological component of the liberal 
and radical approaches, or more specifically, as two analysts noted, the interdependence 
and dependency, known for the concern with the ‘potential impact of these transnational 
                                                 
119 On the link between the reports on the changes in corporate business organizational forms and the 
perception of governments’ diminished capacity to govern markets see Raghavan (1990: 45), Oman (1994: 
12-13) and Sassen (1996: 33). 
 
120 See contributions in Risse-Kappen (ed.) (1995), Bringing Transnational relations back In. 
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phenomena’ (Biersteker and Weber, 1996: 7). Similarly, in writings on globalization, the 
prime focus is on properties, conditions and consequences of what is labelled as the 
‘transnational political-economy’ (Adams and Gupta, 1997: 1). 
 
Furthermore, among various transnational phenomena, what have strongly attracted most 
academic research in IPE on the loss of relevance of the nation-state are the TNCs 
(Dougherty and Pfaltzgraff, 1997: 28), regarded as the ‘most highly institutionalised 
forms of transnational relations’ (Risse-Kappen, 1995: 10) and ‘one of the most important 
non-governmental linkages between states’ (Roe Goddard et al, 1996: 5). The large 
TNCs, in most state-withering formulations, are thought to have ‘evolved to meet the 
requirements of the modern age’ (Ball, 1968: 165), ‘acting and planning in terms that are 
far in advance of the political concepts of the nation-state’ (Barber, 1968: 7), which 
remained ‘rooted in archaic concepts unsympathetic to the needs of our complex world’ 
(Ball, 1968: 165). Technologically-modern and advanced TNCs, said to have to an 
‘increasing extent’ made national economies ‘woven together,’ are frequently singled out 
among the ‘developments in the liberal international economic system’ as the ‘most 
fundamental problem’ for ‘supporters of the independent nation state’ (Anderson, 1996: 
57). The highly monopolistic or oligopolistic nature of corporate business operations in 
many developing countries is said to provide TNCs in important industries with a 
considerable market power (Marton, 1985: 70), allowing them, it is claimed, as Spero and 
Hart pointed out, to maintain artificially high prices and earn hefty oligopoly rents (1997: 
115). Their ‘oligopoly power’ is thought to enable them in the chemical and 
pharmaceutical sector, for example, to ‘control supply and price in a way that does not 
occur in more competitive industries’ (Tarzi, 1995: 155).121  Their worldwide 
‘technological monopoly,’ according to those who look at TNCs as whole institutions, 
not mere firms responding to market conditions, becomes ‘an institutional one’ (Vaitsos, 
1974: 18).122
 
Moreover, the ‘long history of prognostications concerning state withering’ generally 
belongs to the ‘functionalist school,’ and the ‘most consistent advocates of withering’ 
have been the ‘functionalists’ (see Navari, 1991: 145 and 144). It is the ‘functionalist 
thought,’ as Hout noted, in the literature on the relationship between globalization and the 
                                                 
121 Technical innovation, given its substantial knowledge- and capital-intensity, requires extensive co-
ordination and collaboration between different firms, which allows for the establishment of international 
oligopoly position of strategic ‘insiders’ against pressures from others (Jessop, 1994: 106  and Chesnais, 
1991: xii-xvi). With monopolistic or oligopolistic market concentration often leading to collusion among 
manufacturers, monopolistic or oligopolistic markets (and relevant prices) are regulated by agreement, 
rather than by the supply and demand mechanism; an oligopoly, like monopoly, can persist only if there are 
significant barriers to entry to new competitors (Spero and Hart, 1997, Glossary). Oligopolistic theories of 
determinants of activities of TNCs (in particular, the industrial organization theory of vertical integration 
and the product cycle theory) emphasize the monopolistic or oligopolistic nature of corporate business 
transactions; a TNC, in order to compete successfully in foreign markets, must posses some superior 
advantages, which are essentially related to know-how, technical skills, design, entrepreneurship, financing 
and marketing expertise (Lall and Streeten, 1977: 20-9, and Hood and Young, 1979: 48-54).  
 
122 See also Streeten (1973), Barnet and Muller (1974), Lall (1974), Lall and Streeten (1977) and Vernon 
(1968 and 1971).  
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state, that has been ‘resurfacing’ (1996: 166). The state in a ‘borderless world,’ according 
to many globalization enthusiasts, has for ‘organizing human activity and managing 
economic endeavour’ become an ‘unnatural, even dysfunctional unit’ (Ohmae, 1993: 78); 
their idea is that political authorities, under technological, organizational or financial 
developments external to the political system, experience ‘more difficulty in the 
transmission of their decisions into an effective allocation of values’ (see Hout, 1996: 
166). For mourners of the state, certain tasks that are meant to be performed by it, as 
somehow integral to it and as qualifiers of stateness (e.g. security, control of trade, and 
economic management), ‘either can no longer be done by the state, cannot be done by it 
alone, or no longer require to be done;’ the state, they claim, is ‘inappropriate to some 
relevant or more relevant social requirement,’ it is ‘not useful,’ or  the ‘things that society 
requires to be done either can not be done by the state, or the state is not the best organ to 
do them’ (see Navari, 1991: 145 and 144).123
 
The state as largely a dependent variable, in the Marxist theory, as in much of liberal-
pluralism, is a main line of argumentation (see Stepan, 1978: 17).124  In both, like in 
classical liberalism, politics are considered as the upshot of non-political processes; 
however, whereas political decisions (and actions) are in traditional liberalism the turnout 
of interactions between individuals, they in pluralist and Marxist conceptions are an 
outcome of interactions between social forces, and among classes respectively (Staniland, 
1985: 6-7). For both, the state, as Navari remarked, is ‘a derivative of a more relevant 
social process’ (1991: 143). There is, however, between the liberal and Marxist 
approaches, a clear variation on the state and its functions, considered in the first as an 
‘obstacle to increased global welfare,’ while in the second  as the ‘servant of hegemonic 
corporate interests’ (Cvejanovich, 1988: 1-2); there is a divergence between them over 
whether the state is an arena of action embodying ‘consensually based legitimate 
authority,’ or ‘fundamental coercive domination’ (Seabrooke, 2002: 8); the central actors 
or forces are in liberalism the large corporations and other transnational entities, whereas 
in the world system perspective are classes, with states, corporations and other 
organizations as representatives of the interests of the influential classes (Baylis and 
Smith, 1997: 1-11). 
 
However, state-withering reports, which are no more than attempts to ‘flurry a protest,’ or 
respond to ‘some new social evolution’ (Navari, 1991, chap. 8, pp. 143-66), are 
especially troubled with their methodological fault, or their ‘weakest point,’ whereby the 
‘precise mechanics of withering,’ and the ‘link between a perceived loss of function and 
its translation into a changed form of the state,’ are ‘seldom laid out’ (Navari, 1991, chap. 
                                                 
123 The political theory of functionalism, with strong links to system sciences and rationalism, holds that the 
state, or government, is part of a complex whole that it serves; a revision in its form and functions results if 
it ceases to perform what yield its scope and form, and its altered shape, in terms of the new functions, is 
inappropriate (see Mitrany, 1933 and 1944). 
 
124  For an analysis of the state in classical Marxist theory, based on in ideas of Marx and Engels, see 
Avineri (1968, esp. pp. 17-64). With liberal assumptions forming an integral part of pluralism - a term more 
commonly used in American political science literature - liberalism is at times also referred to as liberal-
pluralism (see Rosenberg, 1973). 
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8, pp. 143-66). The ‘prophets of the end of the nation state,’ confirmed Van Kersbergen, 
also fail to make a ‘distinction between the state’s adaptability and its evolving policy 
instruments’ (1999: 82).  
 
The analytical fault of liberal-pluralism (states invaded by self-sustaining and 
differentiated social forces) and Marxist structuralism (states as a product of an 
autonomously generated system of capitalism or market, stands at the service of the 
ruling class) of reducing politics to other socio-economic variables has particularly been 
exposed by the institutionalist interpretations of the state.125  Their analyses of the 
successes and failures of development were shown, as Weiss, and Hobson noted, to have 
‘exaggerated the significance of the world economy and market mechanisms, and 
consequently underestimated the differential autonomy and capacities of sovereign states 
for mobilizing their internal resources’ (1995: 1). The liberal and radical paradigms, two 
opposing traditions inspiring most of the study of consequences of TNCs, which exclude 
or downplay the importance of the host state’s industrial strategies, are criticised for 
bringing about substantial controversy but little theory-building, and for remaining above 
all ‘normative, turning on whether MNCs have been beneficial or harmful to less 
developed countries (or less advantaged social classes) in the Third World’ (Dougherty 
and Pfaltzgraff, 1997: 28).126   With their foremost focus on absolute gains or relative 
gains, neither approach is fully adequate for understanding the impact of TNCs on the 
host countries (Cvejanovich, 1988). Modernization and dependency approaches (on 
development and underdevelopment) demonstrated, in a study on comparative typologies 
of development patterns, that they both ‘lacked proper comparative and historical 
frameworks’ (Mjost, 1993: 11). 
 
The underestimation by the modernization and dependency approaches of the state’s 
dynamic role in economic development, and in bargaining with foreign capital, is 
unwarranted; host governments, with objectives different from those of TNCs, in a 
monopolistic or oligopolistic technology market, were shown to have important 
functions; after all, they have the ultimate sanction to exclude a particular foreign 
investment or to appropriate an existing investment (Dicken, 1998: 275). Moreover, 
political actions are not categorically constrained by the TNCs,127 which do not have 
unambiguously superior bargaining powers in all industries, in all countries (Chang, 
1996). A number of studies demonstrated that TNCs’ bargaining power in the host 
countries is not similar, depending on the industry and the country (Chang, 1996), and 
that ‘each bargaining process is different and highly contingent on the specific 
circumstances involved’ (Dicken, 1998: 276). They provided empirical evidence that 
‘international production was ‘taking new forms, with new ownership and contractual 
arrangements, and new activities being located in new sites abroad’ (UNCTAD, 2002:7). 
                                                 
125 See, on the critique of the liberal and Marxist views on the role of the state, Evans (1995), Chang 
(1994), Chang and Rowthorn (1995), and contributions in Lauridsen (ed) (1993). 
 
126 See Evans (1985: 193) and (1987: 322), and Crone (1988: 268).  
 
127 See especially Stepan (1978), Waterbury (1983), Evans et al (1985), Kohli (1986 and 1987) and 
contributions in Prakash and Hart (2000). 
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TNCs, although as holders of proprietary rights seek to ‘exclusively exploit’ technology 
and trademarks (Chen, M., 1996: 135), were in some developing countries externalizing 
the use of technology, forming joint ventures and entering into licensing agreements 
(rather than the traditional wholly-owned subsidiary).128  Results of earlier surveys 
revealed that US corporations, in certain markets, have as early as the late 1970s changed 
their approach of managing industrial technological assets, and moved toward selling 
them to foreign enterprises (Baranson, 1978 and 1981). Confirming that licensing 
agreements were increasing, UNCTAD calculated that receipts from royalties and licence 
fees went up from US$ 9 billion in 1982 to US$ 27 billion in 1990, reaching US$ 73 
billion in 2001, with average annual growth rate of more than 5.3 per cent between 1996 
and 2000 (2002, Overview).  
 
The economistic interpretations of modernization (as exemplified by, among others, 
Rostow), leaving political structures as a dependent variable, were countered, in one of 
the most poignant critiques, by Huntington, who stressed that the strengthening of 
political institutions was a priority, even at the cost of slowing down modernization and 
limiting popular participation in politics; he explained that ‘without strong political 
institutions,’ particularly in developing nations, which are often troubled by social and 
economic instability, ‘society lacks the means of defining and realizing its common 
interests’ (Huntington, 1965: 405-07 and 411).129
 
Radical approaches, which generally attribute to international business activities 
disadvantageous effects on the developing world, were particularly attacked for 
unreasonably underrating the capability of the state and its policy measures in monitoring 
and regulating foreign investment (O’Brien, 1975). It was shown that  after all, of the 
TNCs’ probable and potential impact, the ‘assessment must turn on how effectively the 
host state performs its role as maker of policy and defender of the national interest,’ and 
the benefits of TNCs in developing countries might be outweighed by non-economic 
factors specific to them, 130   even if Dunning’s law of comparative costs holds good at a 
purely economic level;131  against the TNCs, ‘sovereignty becomes no defence’ if the 
                                                 
128 Examples are Marton (1986), McFetridge (1987: 135-150), Beamish (1988), Wallace (1990: 4), 
UNTCMD (1992: 42) and UNCTAD (2001) and (2001c).  
 
129 A collection of notable critiques of major assumptions of the modernization theory is found in 
Packenham (1973). See also Huntington (1968). 
 
130 Surveying American investment concerns in the manufacturing sector in Britain, Dunning (1958) has 
summed up the benefits (direct and indirect) of corporate business transactions in terms of the law of 
comparative costs; in modern age of protection and economic management - just as under David Ricardo’s 
law of comparative advantage and in a free trade world - American direct investment in Britain brought 
benefits to both countries (enabled each country to use its respective assets more effectively than either 
could have done in isolation). 
 
131 There are developing countries that do not posses the capital, technology, or know-how, which might 
enable them to reverse roles; governments might not have the sophistication (or, perhaps, as many 
dependency analysts commonly argue, the patriotism and concern for public welfare), which enable them to 
judge whether the cost of providing attractive conditions to foreign investors will outweigh economic 
benefits; above all, since many developing economies may not be able to respond to the stimulus of 
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state is ‘too weak, class-dominated, or its officials are too ignorant or corrupt to promote 
suitable policies’ (Fieldhouse, 1995: 170 and 173).  
 
The claim that economic interdependence would make the nation-state impotent has been 
disputed, since conditions of trade have historically been the ‘result of extensive use of 
military coercion’ (Choucri, 1980: 111), and whenever ‘trade benefits were unequally 
divided the reason was often political’ (Staniland, 1985: 102). Interdependence, which 
exists because states allow it and would be broken should states refuse to do so, derives 
from state policy, not the other way round; when states assert their views, they are 
therefore able to prevail over international organizations and TNCs, explained a known 
study on US Power and the Multinational Corporation (Gilpin, 1975). Even the 
assumption that ‘increased interdependence is likely to reduce international conflict’ is 
certainly ‘open to serious question’ (Holsti, 1980: 28), given that ‘[t]rade could be free 
without being equally advantageous’ (Staniland, 1985: 102), and interdependence can 
also lead to ‘dependency, exploitation, conflict and violence’ (Holsti, 1980: 28). 
 
Liberal-pluralism, in its opposition to realism, as Banks noted, rarely offered an 
integrated approach (1985: 17), and its authors, though some of their ideas were shared, 
hardly belonged to an intellectually-unified group (Maghoori, 1982: 17). Its theoretical 
and analytical orientation, largely as a result of mounting criticism, witnessed noticeable 
modifications; during the 1980s, as the liberal position in IR started to focus on the 
relevance of the state, with the emergence neoliberal institutionalism, extreme arguments 
of the 1970s that transnational economic interdependence was rendering the state an 
obsolete institution, and the large corporations were taking over as the principal 
instrument of international organization, were no longer heard; neo-institutionalists, 
under the growing influence of realism, showed an increasing interest in the state, as a 
legitimate representation of society.132  Keohane moved from emphasizing the 
significance of non-state actors to acknowledging their subordination to the state (see 
Keohane, 1989: 8).133  There was a redefinition of neoliberalism ‘away from complex 
interdependence toward a state-centric version more compatible with realism’ (Kahler, 
1997: 35) 
 
(Neo)liberalism remained however taken with its prescription of states’ minimal and 
selective intervention, which not only failed to acquire universal acceptance, but came 
under a range of strong criticism (see Killick 1989, Chang, 1994 and Lall, 1995). In a 
neoliberal environment, markets, which are state-constrained and state-regulated, were 
shown to be incapable of operating (Block, 1994). Neoliberalism, as an economic 
                                                                                                                                                 
external business (in the way expected in more developed countries), the usual indirect effects of FDI can 
be very different (Fieldhouse, 1995: 170).  
 
132 Policy prescriptions sponsored by traditional liberals, notably Reaganesque and Thatcherite of Ronald 
Reagan and Margaret Thatcher respectively, are from the standpoint of those broadly labelled as 
interventionist liberals, a real threat to the survival of economically and socially-interventionist states 
(Anderson, 1996: 44-45).  
 
133 On neoliberal institutionalism see Keohane (1995: 165-86) and (1996: 462-76). 
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strategy, is not free from its own flaws and contradictions (Tickell and Peck, 1995). It 
‘ignores the inequality and uneven development inherent within capitalist accumulation’ 
(Yeung, 2000: 138). Meanwhile, important elements of neoliberalism, such as 
interdependence and international regimes, were revealed to be ‘accommodated within 
neorealism,’ or ‘captured by the emerging neorealist synthesis’ (Kahler, 1997: 36). 
 
As for globalization as concept, there is little clarity about what it means and how it 
manifests itself in particular areas of concern (Kiely, 1998). It is ‘difficult to pin down 
conceptually and to demonstrate empirically’ (Harding and Le Gales, 1997: 181). Of it, 
liberalism, socialism or conservatism offered ‘no coherent readings,’ and ‘no singular 
account’ acquired the ‘status of orthodoxy,’ whereby ‘competing assessments continue to 
order the discussion’ (Held and McGrew, 2000: 2). It is ‘often used to describe differing 
realities’ (Hafsi, 2002: 46), and its ‘precise nature and extent’ remains ‘a matter of debate 
and contention’ (Mishra, 199: 4). 
 
The globalization has its own sceptics, or what Dicken called ‘strong opponents’ (1998: 
3), who take issue with the its claim of discontinuity (break with the past) and drastic 
alteration in the principal features of world politics; they, without denying the idea that 
there has been a reconstruction (or reconstitution) of state power and sovereignty,134 
resist globalists’ unrealistic, rhetoric calls of for a revised approach to international 
politics, and for replacing the traditional concepts of sovereignty (recognition, and control 
of territory and people) with autonomy, representation and influence, as alternative 
variables.135  Globalization, explained Clark, is not something which makes traditional IR 
theory redundant, or spells the end of the state (1999).136  For many, who do not see on 
the horizon a ‘borderless world,’ or the coming to end of Westphalian world order, for a 
post-Westphalian (Prakash and Hart, 2000: 3),137  the ‘idea of a progressive weakening of 
the nation state does not prove tenable’ (Van Kersbergen et al,1999: Back cover). They 
interrogate its state-withering postulates (Tabb, 1997), considering them as exaggerated 
(Stopford, 1999) and inconclusive (Hocking and Smith, 1995: 8-9). They find states, even 
in a world described by Dicken as of ‘differential power relationships which operate at 
different geographical scales’ (1998: 79-80), not as the passive victims of economic 
globalization, but as ‘actively involved in facilitating the competitiveness of their 
                                                 
134 This idea has its origins in writing of Gilpin (1981 and 1987), Cox (1987), Rosenau (1990), and Kolko, 
(1988). See also contributions in Boyer and Drache, (eds.) (1996), and in Van Kersbergen et al (eds.) 
(1999). 
 
135 It is part of a broader perspective on the structural and operational continuity of social phenomena, 
characterizing a definite approach to world politics, emerging from writings of Bull (1977) and Gilpin 
(1981) and further developing in the 1980s and 1990. It also pertains to Braudel’s conception of the totality 
of historical social whole associated with the Annales School and longue duree approach (1979 and 1987).  
 
136 A review of the vast literature on globalization shows that many opponents or sceptics of the 
globalization thesis have attachments to the Marxist or realist ontology, although Held and McGrew note 
that  in the ‘globalization debate,’ there is also ‘little or no consistent correspondence’ between the ‘positions 
adopted by the protagonists’ and their ‘particular ideological or intellectual allegiances’ (2000: 2). 
 
137 See contributions in Van Kersbergen et al (eds.) (1999). 
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economy’ (Van Kersbergen, 1999; 82). They are not becoming less important by 
globalization of competition (Porter, 1990: 19), their economic sovereignty is not reduced 
in a ‘globalized economy’ (Evans, 1995: 8), and they still have effective instruments to 
respond to globalization (Cohen, 1996 and Evans, 1997). States are even becoming more 
important (Porter, 1990: 19), with the ‘new global division of labour’ presenting itself as 
an ‘opportunity for agency, not just as an exogenous constraint’ (Evans, 1995: 8).  
 
Market-deterministic conclusions of the globalization thesis are not given credence, and 
repudiated, even by those who speak of markets’ potential of producing fundamental 
changes in the system of states, admitting that they ‘are not in the business of replacing 
states’ (Ruggie, 1993: 143). Those who believe that globalization is neither inexorable 
nor inevitable, find problematic globalization thesis’ claims of constrained government 
policy measures (Boyer and Drache, 1996, and Prakash and Hart, 2000). They show that 
globalization, contrary to the popular depiction of it, is a policy induced process, not 
proceeding neutrally in a policy vacuum138 and not purely driven by new technological 
innovations or by ‘neutral’ market forces and other inescapable socio-political forces.139  
The liberalization of markets, whereby governments seek to take out politically erected 
trade barriers, privatize nationalized industries and abolish cartels, confirms that their 
actions are ‘one of the root-causes of globalization’ (Van Kersbergen, 1999: 82-3), and 
that much of globalization is the ‘direct and conscious result’ of their policies  (Hout, 
1996: 168-9).  
 
The reality of globalization of financial markets and its irreversibility is questioned by 
those who show the heavy dependence of financial exchanges on state support and 
encouragement (Helleiner, E., 1996: 193-210, and 1994), and on state’s ‘continuous 
technical ability’ to regulate capital (Tabb, 1997). Scholte, an advocate of the 
globalization thesis, find states to have ‘played an indispensable enabling role in the 
globalization of capital’ (1997: 441), which ‘can only function within a regulatory 
framework’ that is ‘largely the work of the nation states’ (Van Kersbergen et al,1999: 
13). State power, in an economic system of more freely flowing capital, ‘has been and 
remains absolutely essential’ (Potter, 1992: 232). Though unlikely and undesirable is the 
‘abrogation of the emergent regime of international capital mobility by the collectivity of 
states,’ it is ‘certainly not inconceivable’ (Pauly, 1995: 373). The assumption that 
increased international capital mobility results in a loss of sovereignty entails an 
unjustifiable indifference to a generation of research on the political trade-offs entailed by 
international economic interdependence, as well as on the evolution of the legal concept 
                                                 
138 See, for an extensive discussion of globalization as a policy-induced process, Kozul-Wright and 
Rayment (2004). 
  
139 There is a conceptual confusion surrounding the term ‘globalization,’ resulting from its usage, without 
proper distinction, to refer to two different phenomena, the technology-driven fact of globalization, and the 
external liberalization policies. The first points to the shrinkage in space and time, in connection with 
technological revolutions in transport, communications and information systems, whilst the second usage 
signifies policy choices involving social, political and economic criteria (Helleiner, 2001). 
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of sovereignty.140 Among the wide spectrum of critique of the globalization thesis, the 
most relevant from the perspective of this inquiry are those levelled at claims of novelty 
and uniformity of globalization, and of reality of global corporations:  
 
(1) Novelty and uniformity of globalization? 
Globalization, for the sceptics, is ‘one of the gross overstatements of the 1980s,’ loaded 
with ‘strong rhetorical overtones,’ both as ‘an ideology and an analytical concept’ 
(Ruigrok and Van Tulder, 1995: 199, 1993:22 and 1995:119).141  They, as the editors of 
The Globalization of World Politics pointed out, warn that there is the ‘danger of 
overestimating the extent and depth of globalization’ (Baylis and Smith, 1997: 10). 
Chang, for example, in a discussion of ‘myths, facts and neglected details’ on 
globalization and rise of TNCs, found many of the claims, facts and figures presented by 
‘neo-liberal commentators’ about a borderless, globalized world economy as exaggerated, 
and overly generalised (1996). Their recommendation is that:  
 
We need to treat all-embracing claims (labels like the ‘global village’, ‘global marketplace’ or 
‘global factory’) about today’s world with some caution. The globalization tag is too often 
applied very loosely and indiscriminately. […]. There are powerful forces of globalization at 
work, but we need to adopt a sensitive and discriminating approach to get beneath the hype and to 
lay bare the reality. (Dicken, 1998: 5-6) 
 
Globalization, for them, is an ideological construction, or a convenient myth, useful in 
justifying and legitimizing the neoliberal project for the consolidation of a free international 
market, or Anglo-American capitalism (Gordon, 1988, Callinicos et al.,1994, Hirst, 1997 
and Hoogvelt, 1997). They question its novelty (Hanfi, 1998), as ‘by no means a 
principally new phenomenon’ (Gundlach and Nunnenkamp, 1996: 3), as ‘neither new,’ 
‘nor an order’ (Keohane, 1995: 165). Globalization, they think, ‘was always there’ 
(Hanafi, 1998: 2), a trend that is ‘very old’ (Strassoldo, 1992: 35), in process since the 
dawn of history and its effects have been growing ever since, but lately witnessed a 
sudden stepping up (Waters, 1995: 1-10). The changes of the past two or three decades, 
they explain, are ‘consistent with the pattern of change observed over a much longer time 
period’ (Rennstich, 2002: 4). It is merely a new name for a long-term feature, around 
since earlier time (Baylis and Smith, 1997: 7-9). The contemporary changes, commonly 
referred to as globalization, for many sceptics, only represent a more recent mode of 
Western imperialism, in line with the requirements of international capital (Van der Pijl, 
                                                 
140 On the political trade-offs, see Keohane and Nye (1972 and 1977), Krasner (1983), and Baldwin (1993). 
As for the evolution of the legal concept of sovereignty, see, for example, Krasner (1988), Ruggie (1993), 
and Barkin and Cronin (1944). 
 
141 These analysts attributed the persistence of the globalization myth to the lack of information and the 
confusion about the ongoing processes of restructuring in the world economic system (Ruigrok and Van 
Tulder, 1993 and 1995). Among opponents of the globalization thesis are Sterling (1974), Gordon (1988), 
Perlmutter (1991), Glyn and Sutcliffe (1992), Hirst and Thompson (1992 and 1996), Jones (1995) Dore 
(1995), Wade (1996), Boyer and Drache (1996), Hirst (1997), Scott (1997), Weiss (1998),  Clark (1997 and 
1999), Prakash and Hart (2000), Bitzenis (2003) and Kozul-Wright and Rayment (2004).  
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1999). They are simply capitalism, not globalization (Tabb, 1997). These developments, 
for others, are nothing more than a reflection of the preferences and conducts of 
economically and militarily powerful states, capable of establishing and maintaining the 
necessary conditions for an open (liberal) international order (Waltz 1979), which would 
eventually collapse in the absence of American power (Gilpin 1987). Globalization, even 
in writings of those who do not really cast doubt on it, is understood merely as a form of 
neo-liberalism, supported by the US, world markets and organizations such as IMF and 
OECD (Mishra, 1999). 
 
Globalization, as changes in interactions, both in intensity and extent of geographical 
spread, can not certainly do without overlapping with other related concepts, indicative of 
multi-dimensional social processes; in the former sense, with integration, 
interdependence, multilateralism, openness, and interpenetration, whereas in the latter, 
with globalism, spatial compression, universalism, and homogeneity (Clark, 1997). It also 
bears undeniable similarities with earlier notions - elaborated upon well before the 
discourse of globalization becomes rife - including those of Rostow (1960), in which 
economic growth follows a similar pattern in all economies while going through 
industrialization; modernization (Modelski, 1972 and Morse, 1976); world society 
(Burton, 1972); world order models (Mendlovitz, 1975 and Falk, 1975); the international 
society (Bull, 1977); ecological expansion (Strassoldo, 1992) and end of history 
(Fukuyama, 1992). The globalization thesis, which depicts the international system as a 
web of interdependence involving national governments, international organizations, like 
the UN, and non-governmental bodies, like TNCs (see McGrew, 1992a: 13,  fig. 1.7), and 
its ‘unique characteristic’ is said to be the ‘deepening structural interdependence’ 
(Dunning, 1997), and becoming ‘increasingly interdependent’ (see Svetlicic and Singer, 
1996: 19), shows more perceptible resemblance to the notion of ‘international 
interdependence;’ it is, particularly in consideration of its economic foundation and 
scope, seen by analysts like Jones as not more than a modern resonance, or re-labelling, 
of interdependence, evolved from some of interdependence’s central ideas, almost 
unaltered, with many of the definitional, theoretical and empirical problems encountered 
by interdependence continue facing it (Jones, 1995, chap. 1, pp. 1-17).142    
 
Interpretations of globalization, indeed, show a lack of clear terminological specificity, 
with indiscriminate usage of the terms international, transnational and global, which 
makes it difficult to distinguish between them.143 Kadt et al (1992), for example, on the 
state and development, referred to ‘increasing globalization of the international 
economy,’ both in the ‘transnationalization in production,’ and in the ‘internationalization 
of the financial system.’ There is also a failure to specify ‘clear geographical referents,’ 
preventing proper differentiation between regionalization and globalization; there are no 
‘spatial referents for the global,’ which leaves globalization as a concept ‘so broad as to 
                                                 
142 For a review of the prevalence of the notion of human interdependence in impressions of globalization 
see, in particular, McGrew (1992a).  
 
143 See, for example, Cox (1993 and 1994) and contributions in Gupta (ed.) (1997) and in Fawzy (ed.) 
(2002). 
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become impossible to operationalize empirically and, therefore, largely meaningless as a 
vehicle for understanding the contemporary world’ (Held and McGrew, 2000: 4). 
Furthermore, from the large number of studies on the impact of globalization on the 
state’s regulatory capabilities, which is ‘intimate, paradoxical, uneasy and ambiguous,’ 
the evidence for the decline or continued vigour of the state is ‘essentially contradictory’ 
(Smith, 1992: 253-68).  
 
Opponents of the globalization thesis also became engaged in constructing an abstract 
model of a global economy to assess how far contemporary trends match up to it 
(Sterling, 1974, Perlmutter, 1991, Dore 1995, Boyer and Drache, 1996, Hirst and 
Thompson, 1996 and Bitzenis, 2001 and 2003), or how far they compare with the belle 
époque, the period from 1890 to 1914 (Gordon, 1988, Jones, 1995 and Hirst 1997). They 
differentiate between the terms international and global in terms of the level and mode of 
interconnectedness, identifying a ‘globalized economy’ as a ‘distinct ideal type from the 
international economy’ (Hirst and Thompson, 1992). They, in a cautious interpretation of 
contemporary tendencies, show that the world is not totally integrated and global (Boyer 
and Drache, 1996: 13), that globalization ‘has not fully taken place’ (Hirst and 
Thompson, 1996), or that the idea of arriving at the stage of globalization is 
‘overoptimistic’ (Bitzenis, 2003: 103). They find the present world economy in historical 
terms as still internationalized, far from truly global (Hirst and Thompson, 1992).144  The 
evidence, whether in respect of finance, technology, labour or production, fail to confirm 
either the existence, or the emergence of a single global economy; there is a limited degree 
of economic and financial integration, even among the OECD states, which are the most 
interconnected (Neal, 1985, Zevin 1992, Jones, 1995 and Garrett 1998b). There is, in the 
case of FDI inflows, ‘internationalization rather than globalization’ in the activities of 
TNCs, aiming at ‘maximizing their profits, gaining new markets, taking advantage of 
cheap resources, increasing their market share, etc.’ (Bitzenis, 2003: 97). 
 
There is quantitative evidence, point out antagonists of the globalization thesis, that many 
characteristics and properties of the contemporary world economy are not unique and 
novel, but were experienced in earlier periods.145  The share of exports as percentage of 
GDP, or the share of foreign investment in total investment flows of countries reveal that 
the internationalization of economic activity has not changed dramatically from that at 
the turn of the twentieth century, the era when Great Britain was the leading world power 
(Bairoch, 1996: 173-192). Before 1914, between the most advanced economies and their 
dependencies, the conditions approximating what is commonly, if hyperbolically, 
referred to as ‘global finance,’ had already existed (Pauly, 1995: 371); before WWI, the 
degree of economic integration, measured solely by trade and FDI relative to GDP, was 
the ‘high water mark’ of an open international economy (UNCTAD, 1993). Furthermore, 
many developed, as well as developing, economies are even less open to trade than in the 
                                                 
144 See also Hirst and Thompson (1996), Ruigrok and Van Tulder (1995, chap. 6, pp. 119-51), Hout and 
Lieshout (1999, chap. 3, pp. 43-70), and Bitzenis (2001 and 2003). 
 
145 See Kozul-Wright (1995: 139-40), Gordon (1988: 63), Glyne and Sutcliffe (1992: 91), and Hirst and 
Thompson (1992: 394). 
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past (Hoogvelt, 1997, and Hirst and Thompson, 1996). Both the magnitude and 
geographical scale of trade, capital and migrants exchanges are even lower than those 
pertaining to the period of 1890-1914 (Gordon, 1988, Weiss, 1998 and Hirst and 
Thompson, 1996). The actual, net flows of capital between the world’s major economies 
are less than those at the start of the twentieth century, even if the gross flows are at 
unprecedented levels (Zevin 1992).  
  
Those unsympathetic to the globalization claim also caution that it is far from leading to a 
‘harmonious world society,’ or a ‘universal global integration,’ experienced uniformly 
across the entire planet (Held and McGrew, 2000: 4); even if ‘events, decisions, and 
activities in one part of the world can come to have significant consequences for 
individuals and communities in quite distant parts of the world,’ globalization is not 
global in scope (Keohane, 1995: 165), but rather ‘highly uneven in its scope and highly 
differentiated in its consequences’ (McGrew, 1992a: 22 and 23), over time and across 
space (Nayyar, 1997: 32 and Dicken, 1998: xiv). One of the objections to globalization, 
as explained by Baylis and Smith, is that: 
 
it is very uneven in its effects- at times it sounds very much like a Western theory applicable only 
to a small part of humankind, [...], it is applicable only to the developed world, and that in the rest 
of the world, there is nothing like the degree of globalization. (Baylis and Smith 1997: 10)  
 
Globalization, even for proponents, is known to embody contradictory forces, practices 
and influences that result in ‘unequal distribution of benefits,’ reinforcing the ‘uneven 
nature of development’ (Adams and Gupta, 1997: 4-12). It creates unprecedented unity 
and fragmentation in the world, not making it politically united, economically 
interdependent, or culturally homogeneous (Gamble et al, 1996: 5). Its vortex is 
producing greater unity at one pole of the capitalist world, the metropolis, and greater 
division at the other pole, the outlying region (Patnaik, 1995: 2051-52).146  It is leading to 
a geographical clustering, or regionalization, of cross-border economic exchanges, with 
trade and investment, figures confirm, mostly actually taking place within certain regions 
(Svetlicic and Singer, 1996: 19). Globalization, it was noted in an appraisal of 
implications of globalization and regionalization for developing countries, is evident in 
financial markets, competition and demand, but not in production and sourcing networks, 
where the trend is regionalization, or global localization (Oman, 1994: 18). It is largely 
limited to the US, the EU and Japan (as well as East and South-East Asia region) and 
other regions are nearly excluded from its integrating trends.147    
 
The ‘on-going process of globalization is said to have a ‘skewed nature,’ with technical 
progress favouring high-skill and knowledge-intensive activities,’ and TNCs causing 
‘uneven distribution of market power’ (Nissanke and Thorbecke, 2005: 15). The pattern 
and level of activities of what are regarded as ‘global corporations’ clearly manifest the 
uneven outlook of globalization’s principal trends, where the share of countries of FDI is 
‘not the same’ (Bitzenis, 2003: 97). There is the ‘tendency towards an intensified regional 
                                                 
146 On the unevenness of globalization see also Holm and Sorensen (1995, chap. 1, pp. 1-17). 
 
147 See Wells (1996), Oman (1996), and Ruigrok, and Van Tulder (1995, chap. 6, pp. 119-51). 
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scope’ (Svetlicic and Singer, 1996: 19), and a ‘regional pattern of FDI flows,’ which is 
‘increasingly affected by preferential schemes and regional economic integration’ (Cheru, 
1996: 148). What the globalization concept implies, of a growing share of FDI being 
‘world-wide in scope,’ and developing countries attracting an ‘increasing percentage,’ 
‘does not happen in reality,’ and FDI inflows in less-developing or poor countries ‘show 
little growth or no growth at all’ (Bitzenis, 2003: 97).  
 
All developing countries received in 1990, for example, no more than 17 per cent of total 
worldwide FDI (UNCTAD, 1996: xvii), while in 2001, their share, and that of transition 
economies of Central and Eastern Europe, was 28 and 4 per cent respectively (UNCTAD, 
2002: 9). The majority of inter-firm transactions take place amongst the Triad (Dodgson, 
1993: 115), three economic power blocs that are not only the main sources of investment, 
but also the foremost recipients, receiving in the mid-1990s around 80 per cent of 
worldwide investment (Cheru, 1996: 147-48). In 2000, 30 countries attracted more than 
95 per cent of total FDI, with the US, with US$ 281 billion, the largest recipient, 
followed by Germany, with US$ 176 billion, and UK, with US$ 130 billion, in second 
and third place respectively (UNCTAD, 2001). In 2001, out of US$ 735 billion total 
inflows, US$ 503 billion went to the developed economies, with the US retaining its 
position as the largest recipient (UNCTAD, 2002: 9). Unevenness and disproportionality, 
not equality, also dominate know-how-yielding functions of many TNCs (Jessop, 1994: 
107). There were noticeable regional differences in the increase in R&D expenditures (as 
a proportion of sales) of majority-owned affiliates of American TNCs, showed Statistical 
Yearbook of UNESCO and US Department of Commerce (US DOC, 1985 and 1991).  
 
Those who dispute the validity of indications and manifestations of globalization 
conclude that the term internationalization is still applicable to the inter-state economic 
exchanges, the trends of which are more appropriately described by the terms 
regionalization and triadization, rather than globalization (Ruigrok and Tulder, 1995, 
Thompson, 1998, Weiss, 1998 and Hirst and Thompson, 1996).  
 
(2) Reality of global corporations? 
Globalists’ conviction that the large corporations, as the main ingredient of the 
globalization scenario, did transform into truly global actors is also challenged by the 
sceptical position, which finds the ‘tendency towards overstatement’ on the TNCs as ‘one 
of the most common features of much of the writing’ (Dicken, 1986: 65). The sceptics 
brand claims of global corporations as unfounded by comparing the organizational and 
spatial features of contemporary corporations with those of an abstract model of ‘global 
corporation’ (Sullivan, 1994 and Makhija et al, 1997). Hirst and Thompson, who offered 
a powerful critique of the claim of the ‘global market’ primacy, differentiated between 
the TNC and MNC, finding the former, unlike the latter, to be genuinely footloose capital 
and without specific national identification, but with an internationalized management, 
willing, at least potentially, to locate and relocate any where to obtain either the most 
secure or the highest returns; their conclusion was that there are very few truly 
transnational, remaining predominantly in multinational form (1992: 368). Others also 
categorized most corporations, in terms of orientation and activities, as international, not 
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global (Prakash and Hart, 2000).148  Dicken concluded that the indicators of the 
transnationality index of the largest corporations in the world in 1994 (calculated using 
the data in UNCTAD’s 1996 World Investment Report) gave no evidence that they were 
global (1998, chap. 6, pp. 177-200).149   
 
All TNCs, even large core ones, contrary to the popular portrayal of them as de-
nationalized, or non-territorial, ‘footloose capital,’ show notable dependence in many 
aspects of their foreign business transactions on the national environment in the home 
base (Hu, Y-S, 1992), belonging, however great, psychologically and sociologically, to 
the home country (Stopford and Strange, 1991: 233), remaining, with very few 
exceptions, as merely national entities with foreign operations (Hu, Y-S, 1992), defended 
and promoted by national governments (Prakash and Hart, 2000: 2). They, as the captives 
of national or regional markets (Tyson, 1991 and Ruigrok and Tulder, 1995), not only fly 
the home-country’s flag (Prakash and Hart, 2000: 2), but largely retain their national 
character (Pauly and Reich, 1997, and Prahalad and Leiberthal, 1998), and their 
behaviour is very significantly influenced by their nationality (Casson, 1991: 101). 
Betzenis found out that: 
 
Even large corporations, although regarded as being at the heart of the global economy, remain 
overwhelmingly domestic (or national) companies, largely oriented to their home countries 
(constrained by home countries’ rules and regulations) and maintaining the centralized control in 
their home country. They may extend their activities mainly to neighbouring countries, in order to 
maximize their profits and minimize their costs. (2003: 97). 
 
The detailed empirical analyses of Pauly and Reich of governance, finance, trade, 
investment, and R&D practices of US, Japanese and German TNCs, which confirmed the 
absence of an unusual convergence towards a standard, global model of corporate 
structure and behaviour, revealed clear nationally-based differences (1997: 1, 4, 5 and 
24). They showed that the external business activities continue as extensions of the home 
country industrial structures, where the ‘ownership advantages of enterprises may be the 
inheritance of yesterday’s country specific endowments,’ which is ‘especially true of 
those to do with national resources and government policy’ (Dunning, 1979: 283).150  It is 
known that more than 90 per cent of the world’s largest TNCs are headquartered in the 
home countries (UNCTAD, 1993: 1-2 and 2002), and their finance, R&D and innovation 
systems carry the home countries ‘imprints’ (Prakash and Hart, 2000: 2). A survey of 686 
of the world’s largest manufacturing TNCs found out that the main technological 
functions were in most cases concentrated in the home country (Patel and Pavitt, 1991 
and 1994). Of the total R&D of the 20 leading ones, a survey of Swedish corporations 
                                                 
148 See also Ruigrok, and Van Tulder (1995, chap. 7, pp. 152-73). 
 
149 The Transnationality Index of a TNC captures the foreign dimension of corporate business activities, or 
the combined importance of assets, sales and employment outside the home base, as shares of their 
respective totals (UNCTAD, 1998: 43-44, 1999: xvii, and 2001: 96-103). 
 
150 For an analysis of the connection between the competitive advantage of countries and foreign business 
activities of firms see Dunning (1992). 
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concluded, not more than 25 per cent was carried out by foreign units (Solvell et al, 1991: 
202). Another study demonstrated that most corporate high-level innovatory activities of 
the large TNCs, notably those originating from industrial countries with small domestic 
markets in Western Europe, are conducted in the home bases, in spite of their 
internationalization, in comparative terms (UNCTAD, 2001b). The geographical 
configuration of corporate business networks shows that many TNCs adopt a regional 
(not global) perspective and attitude, with the sophisticated, high value-added parts 
concentrated in the three major trading blocks.151 There are regional strategies (and 
regionalization) among the large TNCs, which was discussed in an article on 
Globalization versus regionalization: which way for the multinational by Morrison et al:  
 
Increasingly, regionalization is being viewed by managers as a stepping stone to more effective 
global competition [...] regional strategies are increasingly providing the primary determinant of 
competitive advantage [...]. Instead of globalization mangers are finding that regional competitive 
pressures are taking on an ever-greater importance by introducing a set of distinct opportunities 
and threats. (1992: 24).  
 
Also prevalent is a geographically concentrated, inter-firm division of labour in a small 
number of specific locations, which means that the dominant path or trajectory of 
interstate economic linkages cannot be accurately described by the term globalization 
(entails a worldwide intra-firm division of labour), but, instead, by what is known as 
‘glocalization.’152
 
2.3  Concluding notes 
(1) A large number of writers, during the past decades, notably since the 1970s, along 
with the remarkable economic and technological changes, and the rise of large powerful 
TNCs, identified foreign investment as the causal factor of the erosion, loss, decline, 
weakening, undermining or demise of the capability to taken action, authority, 
legitimacy, capacity, autonomy or economic sovereignty of the host states. For them, in 
state-withering perspectives like the liberal, dependency, world system and globalization, 
the nation-state is no longer as a single, undifferentiated entity, and existing modes of 
territorial political organizations, interests and actions hold no independent analytical 
weight. They, in top-down analyses, posit the explanatory primacy of non-territorial 
economic activities, labelled internationalization, multinationalization, 
transnationalization or globalization.  
 
(2) The state-withering perspectives were shown to have a major inadequacy in 
evaluative and predictive values. The globalisation thesis, in its more recent, militant 
views on the death of the state and state-system, is slippery, particularly faulty of relying 
on a grossly exaggerated notion of fundamental changes in the basic principles, nature 
                                                 
151 For more details on the geographical configuration of corporate international production chains see, for 
example, Dicken (1998, chap. 1, pp. 1-15).  
 
152 The term ‘glocalization’ was first used in a study on Japanese TNCs by Watanabe (1993: 229-38). On 
the main differences between glocalization and globalization, as the two ‘rival trajectories,’ see Ruigrok 
and Van Tulder (1995, chap. 8, pp. 174-99).    
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and set-up of the international political economy. The range of state-withering 
perspectives, in their systemic, economic-deterministic and society-centred analyses, 
exhibit the serious theoretical, analytical and methodological fault of overlooking the 
variation in state forms, national power and policy-making, certainly behind the 
indisputable heterogeneity, which they grossly fail to accommodate, of the HDCs-TNCs 
interaction and technology transfer. They cannot be properly regarded as the source of 
explanation in the study of the extent of external economic sovereignty. 
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Chapter 3  
State-maintaining perspectives   
In this chapter, in which my aim is to continue with the identification of the most 
significant state-related resource or variable, I point out the validity of the politicist-statist 
analyses of the state-market relationship. I begin with a discussion of the explanations 
and descriptions of the state-maintaining perspectives of the relationship between politics 
and economics, and the way their propositions are organized. I then look in detail at neo-
Weberian-functionalism, followed by the conceptual and empirical indications of the 
importance of the host state policy-legal system in the organisation of modes of entry and 
technology transfer. 
 
3.1 The continuous relevance of the state: Politicist-statist analyses 
Economics, as far back as the time of Aristotle, was regarded as a means for the 
realization of specific moral ends, and was subsumed under the study of politics,153  as in 
the mercantilist period, when it was considered as a way of sustaining (and increasing) 
the political power of the state (and the sovereign). With the rise in the nineteenth century 
of powerful social critique of orthodox liberalism, politics were held to develop ‘interests 
of their own’ and ‘impose these interests on specific economic interests’ (see Staniland, 
1985: 6-7).  
 
Evolved from the ancient world, through Plato, Roman law, European medieval social 
thought and nineteenth-century nationalism, a broad ethical and philosophical tradition 
that is politicist and statist.154  It characterises mercantilism, economic nationalism, 
German Historical School, organic statism, neostatism, protectionism, neo-mercantilism, 
corporatism, conservatism, Realism, neo-Realism and neo-Weberianism, which though 
somehow different in certain hypothetical and analytical components, all converge on a 
shared core of assumptions of economics as a mere manifestation of power, and political 
rationality as fundamental in the shaping of economic relations, as every economic 
system ‘rests on a particular political order’ and its nature ‘cannot be understood aside 
from politics’ (Gilpin, 1975: 40).155  Politics, in the contemporary Realist theory, 
determine economics even if there is an interactive, reciprocal relationship: 
 
In the short run, the distribution of power and the nature of the political system are major 
determinants of the framework within which wealth is produced and distributed.  In the long run, 
however, shifts in economic efficiency and in the location of economic activity tend to undermine 
and transform the existing political system. This political transformation in turn gives rise to 
                                                 
153 See, for example, Aristotle (1962). 
 
154 The term politicism was coined by Guillermo O'Donnell (1977).   
 
155 In IR, some of the leading exponents of Realism are Morgenthau, Hoffmann, Aron, Niebuhr, Schuman 
and Wolfers, whereas neorealism is commonly identifiable with the work of Waltz and Kindermann. See 
on politicist-statist analyses, Morgenthau (1961), Nau and Lester (1985), Krasner (1995a and 1995b), 
Dougherty and Pfaltzgraff (1997, chap. 2, pp. 58-99), Dunne (1997a), and contributions in Baldwin (ed.) 
(1993). See, for a survey of Realism in the twentieth century, Smith (1986) and Donnelly (2000).  
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changes in economic relations that reflect the interests of the politically ascendant state in the 
system. (Gilpin. 1975: 43) 
 
There was from the mid-1970s onwards, in state theory and International Relations, a 
serious attempt to drive Realism back into a ‘central theoretical position’ (Kahler, 1997: 
35), and for the state to ‘be brought back as an independent force and actor in historical 
development’ (Evans and Stephens, 1988: 722). Earlier, an influential insight into the 
importance of ‘stateness’ in differentiating societies - which has been taken up by the 
‘neo-Weberians - was put forward by Nettle, who argued that if the state ‘can be made 
into an operating variable that points up significant differences and discontinuities 
between societies, making possible systematically qualitative or even quantitative 
distinctions, there may be a case for bringing it back in’ (1968: 562).156  There was an 
‘explicit normative opposition to both liberal pluralism and Marxism’ (Stepan, 1978: 5), 
to the range of ‘societal’ approaches (Evans et al, 1985) and to the perceived ‘creeping 
sociologization’ (Leaver, 1994: 132), together with a definite reaction (and a correction) 
at the policy level to the ‘reduced faith in the efficiency of policy interventions, the 
assertion of the superiority of market solutions, and the disillusionment with the state as 
an economic agent’ (Killick, 1989: 8). 
 
In this period, the interest in the politicist-statist position was reinforced by the apparent 
association between the remarkable growth of corporate business undertakings - which 
inspired transnationalism, interdependence and dependency - and politics and state policy 
(MacIntyre, 1986: 3-24). The expansion of American TNCs in many regions appeared as 
basically an effective support to US state power, showing that the ‘strategic, political and 
economic threads of national policy formed a tight, coherent whole’ (Pollard and Wells, 
1984: 352). It became clear that the foremost determining factor of international 
investment was the military and political dominance of major states (notably the US), as 
elaborated upon in a historical point of view by Gilpin: 
 
Whether one is talking about the merchant adventures of the sixteenth century, nineteenth century 
finance capitalists, or twentieth century multinational corporations, transnational actors have been 
able to play an important role in world affairs because it has been in the interest of the 
predominant power for them to do so […]. From this perspective, the multinational corporation 
exists as a transnational actor because it is consistent with political interest of the world’s 
dominant power, the United States. (Gilpin, 1971: 54)   
 
Many ‘Marxists, pluralists, world economy theorists, political economists and other sorts 
of social base theorists,’ as the editor of The Condition of States remarked, ‘shifted their 
focus back to the institutional apparatus’ that is ‘separate from a social nexus,’ and 
‘political theorists who had neglected the state have returned to a consideration of it’ 
(Navari, 1991: 1).157  There was a remarkable resurgence of interest in the state, in an 
outpouring of studies, in cultural anthropology, sociology, modern social history, 
                                                 
156 Prominent neo-Weberians are Michael Mann (1986 and 1993) and Theda Skocpol (1979 and 1985).  
 
157 Compare between the early and later work of the proponent of the ‘sovereignty at bay’ perspective on 
the relationship between host sates and TNCs (Vernon, 1971 with 1981). 
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economic history, and political economy, or what Skocpol called, a ‘rediscovery of the 
state’ (1985: 3-37). There was the uncovering of important functions of the state in 
regulating markets (North, 1979 and Bates, 1981) and ameliorating market failures during 
the first stages of economic development (Wade, 1989, Bardham, 1990 and Stiglitz et al, 
1989), as the prime policy maker, regulator of the national economy and mover of the 
development process, not only planning it, but also mobilising resources for building the 
social and physical infrastructure needed (Sobhan, 1993, chap. 2, pp. 4-65). It was shown 
that the state not only instituted political reforms, and formulated integral plans of 
national economic development, but also played an active role in dealing with foreign 
capital (Trimberger, 1978, Ayubi, 1980, Hamilton, 1982 and Harik, 1997). A more 
complete (and accurate) account of state intervention was offered - even if possibly 
unable to claim the analytical rigor or homogeneity of various neoclassical models - by 
the institutional approach in the work of Chang (1994), Chang and Rowthorn (1995) and 
Evans (1995). The ‘comparative institutional approach,’ advocates the importance of the 
role of the state as a historically rooted institution, not simply a collection of self-
interested individuals (Evans, 1995).158  It showed that political institutions are ‘vital to 
the constitution, maintenance and transformation of the modern market economy’ (Weiss 
and Hobson, 1995: 2).159
There was a ‘rediscovered’ state that can ‘think and be for itself,’ in a more robust form 
of Realism (Navari, 1991: 1), and neo-Realism, as Kahler noted, not only in the study of 
international security, but also in IPE, which had been the primary source of alternative 
theoretical viewpoints within IR (1997: 35). It was, in a political economy that is a 
‘creation of politics’ and ‘will ever be so’ (Jones, 1986: 7-8), a state resistant to sending 
away in economistic interpretations of the changes in the international system, namely the 
increase in the frequency, intensity and relevance of economic matters and the reduction 
in the salience of security-related issues (Hanrieder, 1991: 143-56, Weiss and Hobson, 
1995 and Underhill, 2001). It was shown as privileged to be what Nettle described as 
‘gatekeepers’ (1968) that act rationally on ordered preferences, and calculate the costs 
and benefits of alternative policies and practices that maximize the national interest 
(Keohane, 1986: 11, and Lieshout, 1992: 40-54). Nation-states, with their commitment at 
all times, as (neo)mercantilism informs, to national security and their right to regulate 
economic activity (Gourevitch, 1978: 895), struggle over international commerce, which 
remain as the object of power (Sylvan, 1981), or the ‘background condition,’ or the 
‘specific forms of broader conflicts over power’ (Burch, 1994: 37).160  Their domestic 
                                                 
158 The roots of this approach, according to Evans, can be found in the contributions of Weber, Polanyi, 
Hirschman and Gerschenkron, with Amsden, Wade, Bardhan or Cardoso and Faletto as contemporary 
followers (1995). 
 
159 The seminal statement of the institutional view of development, in which the rise of national markets is 
attributable to the institutions, rules and policies of the state, in line with national and geopolitical interests, 
is Polanyi’s (1957) work on nineteenth century industrialization in Britain. See also, on ‘Bringing 
institutions Back In,’ contributions in Lauridsen (ed.) (1993). 
 
160 Sceptical about the benefits of free trade, mercantilists oppose liberal trade theory and practice; they, 
mostly critical of utopian internationalism of the time, described laissez-faire as the ‘paradise of the 
economically strong’ (see Carr, 1964: 60). 
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interests, whether in the form of military or economic inter-state rivalry, shape the 
international system that remains ‘strongly mediated by state capacity’ (Weiss and 
Hobson, 1995: 249), as a ‘direct product of the policies and actions of governments in the 
past and the present’ (Jones, 1986: 7-8). There is no international interest, but only 
national interest, in terms of which explicable is the development of the international 
political economy (Odell, 1982: 30). Competing national interests, defined in terms of 
power, are in the international system the only ‘real issues’ (Smith, 1986: 219-221), 
clearly recognizable in the continual struggle for dominance and security in ‘a world not 
of markets but of states’ (Odell, 1982: 30).  
 
There is in Realist analyses reason to think that the ‘significance of the nation state, 
national institutions and structures of power may be increasing rather than diminishing 
(Van Kersbergen, 1999: 81) or that ‘de facto sovereignty has been strengthened rather 
than weakened’ (Krasner, 1993: 318). The state is not only preserving, but also 
strengthening power and autonomy (Van Kersbergen et al, 1999: Back cover), where an 
expansion in its role is inevitable as a result of higher level (and more pace) of economic 
development (Henry and Springborg, 2001). The state, both as prime mover of 
development and as manager, becomes more important in a growing, more complex 
economy, that is progressively becoming more integrated into the world market (Sobhan, 
1993, chap. 2, pp. 4-65). More challenges of modern technological changes mean that 
government, as Harik on Egypt explained, will ‘continue even more strenuously to 
mediate in the international economic arena on behalf of its entrepreneurs and traders’ 
(1997: 200).  
 
Transnational economic flows, inform state-maintaining perspectives, make ‘local 
conditions more, not less, important’ (UNCTAD, 2001: 13) since ‘contesting with 
transnational capital’ can ‘stimulate the development of new state capacities,’ and ‘induce 
an expansion of state involvement’ (Evans, 1985: 193, 195 and 202). The transfer of 
transnational technology came out as more about how successfully governments go after 
the objective of securing it on favourable economic terms, through non-controlling forms 
of organisation, amid TNCs’ preference for internal mode of transfer (Safarian and 
Bertin, 1987, Preface).161  It was demonstrated that ‘[w]ell-targeted government 
intervention’ in relation to the number of linkages between foreign affiliates and local 
firms can ‘tilt the balance in favour of more linkages and thereby contribute to knowledge 
transfer that can feed into the development of a vibrant domestic enterprise sector’ 
(UNCTAD, 2001c: 2-3).  
 
In more detail, as the ‘volume and complexity of exchanges and contractual relationship 
(including with governments and foreigners) increase,’ the importance of transaction 
costs, such as cost of dispute resolution, ‘increases substantially,’ which makes more 
need for solid institutions to ‘enable private firms to undertake the activities necessary to 
become internationally competitive’ (Nugent, 2002: 77). The growth of corporate 
business activities also produced demands that the TNCs ‘be more heavily controlled’ 
(Navari, 1991:153), generating for controlling them ‘normative and administrative 
                                                 
161 See also Safarian (1987: 1-8, Interpretative Summary).  
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aspirations to create mechanisms’ (Stepan, 1978: 235). The ‘linkage of states to 
transnational structures’ persuades leading officials to ‘pursue transformative strategies,’ 
pointed out a known neo-Weberian like Skocpol (1985: 9). TNCs, themselves, ‘may well 
encourage the rise of countervailing bureaucracies in which the state will play a key role’ 
(Stepan, 1978: 235). 
 
The politicist-statist view of ‘essentially homogeneous political systems with regard to 
type of actor’ (Young, 1972: 126), on the basis of sovereignty, recognition of statehood, 
and the control of territory and population (Hocking and Smith, 1995), gives little 
relevance to other non-state actors, including TNCs (Archer, 1992: 85). It finds TNCs as 
‘a reflection of the existing state system in the world arena, and their activities as 
essentially an extension of those pursued by major states in the system’ (Hocking and 
Smith, 1995: 112). TNCs (and other non-state actors), as state creations, operating 
according to laws of states and within the framework of inter-state relations (Baylis and 
Smith, 1997: 1-11), are in need of the state, and more dependent on the state rather than 
vice versa (Krasner, 1992: 39).162  There is, after all, the state’s ‘central capability,’ or the 
control of territorial access, whether for markets, for raw material resources, or for the 
exploitation of investment opportunities (Reynolds, 1989: 190) 
 
Space and place, as Realists posited, are not going to lose importance, or disappear in the 
constitution of society, under the effect what is hailed as globalization (Strassoldo, 1992: 
35), and to claim that the nation-state is a dinosaur waiting to die, as Stopford pointed 
out, is to ‘ignore much evidence on the contrary’ (Stopford, 1997: 474). Many of the 
strategic places where international or ‘global’ processes materialize, even in what is 
regarded as a ‘non-territorial global economy,’ are ‘embedded in national territories,’ 
under various ‘state-centred regulatory umbrellas’ (Sassen, 1996: 33-52). Moreover, 
national policies, opposite to what many proponents of the globalization thesis believe, 
are still effective, despite the growth in interdependence, and in activities of TNCs 
(Chang, 1996), since the ‘generation and legitimization of new forms of legality’ remain 
as tasks ‘mainly in the hands of states’ (Sassen, 1996: 33-52).  
 
Into the ‘globalized economy,’ the ‘primary cause of the rate and method’ of the 
incorporation of the MENA countries, for example, was shown to be ‘political rather than 
economic factors’ (Henry and Springborg, 2001:15). In the ‘global economy,’ nation-
states, as Dicken distinctively established as a major premise, continue as the ‘key 
players’ (1998: 7), and their ‘political significance will not be lost’ (Van Kersbergen et 
al,1999: Back cover). Globalization and national autonomy ‘are not mutually exclusive 
options’ (Garrett, 1998a: 6). Just because penetrating borders is becoming less difficult 
does not mean that there is disintegration in core property of state sovereignty (Van 
Kersbergen, 1999: 14). Globalization is not undermining the economic sovereignty of the 
state (Garrett, 1998a: 6).  
 
There are, on impact of globalization, national case studies that are ‘full of detail how 
sovereign powers are being exercised’ (Stopford, 1997: 474), even in reaping benefits of 
                                                 
162 See also Spero and Hart (1997, chaps. 4 and 8) and Vernon (1981).  
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globalization (Garrett, 1998a: 6), and how states are ‘still play[ing] important roles in 
markets and corporate governance’ (Prakash and Hart, 2000: 3).163  Researchers confirm 
that the ‘potential victims’ of the global market are protected by the state that is ‘still well 
capable of implementing social and economic policies’ (Van Kersbergen, 1999: 83). The 
‘steadily evolving international order’ has ‘changed the conditions’ in which states can 
function and, for example, ‘affect industrial change’ (Weiss and Hobson, 1995: 3), and as 
the world economy transforms, so do the incentives for the states (Keohane and Milner 
1996: 22). However, there is ‘not so much a retreat of the state in the face of market 
forces,’ or an ‘emasculation as such’ (Underhill, 2001: 27), and what is perhaps affected 
by the expansion of ‘global economic networks,’ in the words of Wolf, is the delusion of 
the state’s omnipotence that grew in the 1930s and was greatly enhanced by the statist 
policies of the 1950s (1995: 22).  
 
Globalization is only putting state autonomy in a ‘new context’ (Holm and Sorensen, 
1995: 193-4), since there is a ‘dialectic at play’ that ‘constraints the ability of states to act 
and simultaneously increases the demands on, and the centrality of, states’ (Holm and 
Sorensen, 1995: 195). Globalization leads not only to the ‘transformation of the markets,’ 
but also, ‘in symbiosis,’ to a ‘transformation of the state’ (Underhill, 2001: 27). The point 
is that the state has ‘itself undergone transformation,’ possibly legitimating ‘a new 
doctrine about its own role in the economy’ (Sassen, 1996: 45). Its role changed (Holm 
and Sorensen, 1995: 193-4), or redefined (Boyer and Drache, 1996: 1), but not reduced 
(Holm and Sorensen, 1995: 193-4). The nature, level and function of its policies to 
sustain national economic performance changes, but retain much of their relevance (Hirst 
and Thompson 1992: 371-95), to ‘reflect the realities of increasing interconnectedness 
and coexistence’ (Smith, 1992: 257). States continue to use their power for the 
implementation of policies to channel economic forces in ways favourable to their own 
national interests and the interests of their citizenry (Gilpin, 2001). 
 
There are new challenges that demanded new structures and measures (Hocking and 
Smith, 1995: 8-9). The ‘form and functions of the state will continue to evolve as indeed 
they have in the past,’ showing up ‘different functions over others’ (Underhill, 2001: 27), 
since the ‘nature of the capacities required for economic transformation’ are ‘highly 
context-specific’ (Weiss and Hobson, 1995: 3). Nevertheless, in spite of ‘various upward, 
downward, and outward shifts in political organization, there is a central role for the state 
as the most significant site of struggle among competing global, triadic, supra-national, 
national regional and local forces’ (Jessop, 1994: 119), as ‘a vital and vigorous force’ 
(Smith, 1992: 257). The nation-state, amid the pressure to move of effective policy-
making either to macro-or micro regions, ‘retains much of its vitality’ (Stopford, 1997: 
75). It continues, in a ‘complex system of overlapping and often competing agencies of 
governance,’ to ‘position itself’ (Hirst and Thompson, 1996: 183).164  It remains active, 
even in what is labelled as ‘transnational governance system’ (Sassen, 1996: 45). 
                                                 
163 See Wade (1996), contributions in van Kersbergen et al (eds.) (1999), Prakash and Hart (eds.) (2000: 3), 
Henry and Springborg (2001) and Fawzy (ed.) (2002). 
 
164 See also Krasner (1985), Gilpin (1987), and Krasner and Thompson (1989).   
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States are showing to be ‘resilient, innovative and in demand as the source of solutions to 
new problems as well as old’ (Hocking and Smith, 1995: 8-9). They, in order to preserve 
power and autonomy, are ‘finding new forms of cooperation and coordination, both 
nationally and internationally’ (Van Kersbergen et al, 1999: Back cover). The state, while 
integrating the domestic economy into the world markets, ‘pulls in the opposite direction’ 
at the same time, by using a variety of ‘interventions to create a competitive edge’ 
(Mittelman, 1996: 16). Globalization, in this sense, is itself a reflection of changes in 
state practice (Clark, 1999), and of the continuing dynamism of states and creativity of 
policy-makers (Hocking and Smith, 1995: 8-9). It is, then, unreasonable that many 
accounts of globalization leave out or minimize (1) the importance of infrastructure and 
work processes necessary for the operation of the global economic system; and (2) the 
role of the state in implementing the needs of the new global economic system, and in 
producing the new legal forms for the system to operate (Sassen, 1996: 33-52).  
 
Surveys of national institutional strategies, mechanisms and policies in developing 
countries provide evidence of the states’ resourcefulness, versatility and the imperative 
functions they perform (Kohli, 1984 and 1986: 3-21, Rivlin, 1985, Henry and Springborg, 
2001, and Owen, 2004). They show that there is a continuation in that ‘politics drives 
economic development’ (Henry and Springborg (2001:15), and that the role state 
machinery, upon which society depends, is significant in directing economic 
development, abridged only in backward and stagnant societies (Sobhan, 1993, chap. 2, 
pp. 4-65). Studies on structural change report that states still act as entrepreneur, enhancer 
of economic capacity and manager of conflicts (Sanchez Ancochea, 1999); they illustrate 
that the state is ‘called on to play a more active role than just a protector of a free 
economic environment,’ since entrepreneurs, for example, ‘are not necessarily self-
regulating or autonomous agents acting in the general interest’ (Harik, 1997: 217); that in 
its paramount role in structural change there is hardly any diminution (Sobhan, 1993: 1-
3); that on the state’s ‘large-scale interventions’ rely countries in late industrialization, 
particularly on its ‘direct involvement in the production process,’ and the ‘establishment 
of social and economic infrastructure, generous terms of credit and material support for 
shifting from imitative to indigenous technological capacity’ (Mittelman, 1996: 16); that 
the state has key functions in making as many firms and sectors as possible benefit from 
the new technological opportunities created by R&D in a certain part of the economy, 
through the collection of technological intelligence, creation of indigenous industrial 
capacity and technical competence, co-sponsorship of mixed strategic alliances, transfer 
of technology and promotion of backward linkages.165  
 
For the state-maintaining perspective, which can boast that there are more nation-states in 
the world than at any other time previously (World Factbook, 2000), the nation-state is 
the ‘defining feature’ of the international, and for the discipline of IR ‘no concept is more 
important’ (Goldmann, 1996: 404). The world order comprises a most important, 
privileged state system, in which the state occupies the position of a dominant, rational 
and power-maximizer actor (Keohane, 1989: 39 and Gilpin, 1986: 304-5). Above the 
                                                 
165 See Chesnais (1986), Dore (1986), Bowander and Miyake (1992), Mytelka (1991), Sigurdson (1990), 
Willke (1992) and UNCTAD (2001, Overview). 
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state, as (neo)mercantilism (with its close affinity with realism) originally posits, there is 
no authority.166  It is taken into consideration as being pre-eminent worldwide, largely 
determining economic relations at both domestic and international levels (Potter, 1992: 
220), as ‘something more than a sum of processes, a resultant of class conflict or a 
product of interest interaction’ (Navari, 1991: 1). Its structure, capacity, and strength vis-
à-vis civil society ‘cannot be reduced to a reflection of class forces and must be brought 
back in as an independent force and actor in historical development’ (Evans and 
Stephens, 1988: 722). It has the capacity ‘not only to structure relationships between civil 
society and public authority in a polity but also to structure many crucial relationships 
within civil society as well’ (Stepan, 1978: xii). It can ‘fend off or insulate itself from 
powerful social forces,’ to ‘lead the way and impose its own vision and goals on them’ 
(Greenberg, 1990: 22).  
 
3.2 Neo-Weberian-functionalism: The state-society configuration 
In the traditional ‘power politics’ impression of the international political economy, at the 
heart of the theorization on the state in terms of power lies the fundamental premise of 
autonomy or more precisely, ‘operational’ autonomy (Weiss and Hobson, 1995), which 
means that the ‘state (its structure, capacity and strength vis-à-vis civil society) cannot be 
reduced to a reflection of class forces’ (Evans and Stephens, 1988: 722). In state-
maintaining perspectives, autonomy is essential for the state, needed to successfully play 
its roles and ‘act independently and on its own behalf’ (Navari, 1991: 1), or ‘formulate 
and pursue goals that are not simply reflective of the demands or interests of social 
groups, classes, or society’ (Skocpol, 1985: 9), or put forward a major national project as 
an ‘independent actor’ (Sanchez Ancochea, 1999: 19).167  State autonomy in an 
international system of nation states has two dimensions: internal, or the extent to which 
the state may act independently of others actors within its domain, and external, as the 
corresponding freedom with respect to other states or external institutions (Potter, 1992: 
222-25). 
 
Autonomy, together with capacity and authority, form the main components of 
sovereignty (Haggard and Moon, 1995: 50). A sovereign state is in possession of high 
levels of autonomy and capacity attributes to act effectively towards specific goals within 
its own sphere (Camilleri and Falk, 1992: 105). For the state, to exercise sovereignty, it is 
not enough to have the necessary capacity, but it must also have sufficient autonomy to 
design a diverse range of possible goals, and to implement them; autonomy, in this sense, 
is one of the chief characteristics of a sovereign state, or an attribute of sovereignty 
(Mann, 1986). Policy autonomy is sometimes used as a definition of sovereignty (Pauly, 
1995: 373).  
                                                 
166 On ideas and practices of mercantilism (and neo-mercantilism) and their course of development see 
Wallerstein (1980), Heckscher (1994) and Jones, R. (1986). For a review of the neo-mercantilist approach 
to American interests, see esp. Krasner (1973-74) and (1978). 
 
167 The ability of the state to discipline both labour (driving down wages) and capital (through the 
imposition of performance standards), was identified as one of the main reasons for the economic success 
of the East Asian late-industrializing countries (Amsden, 1992). 
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Sovereignty, elaborated upon during the particular circumstances of sixteenth- and 
seventeenth-century Europe to explain (and legitimise) the rise of the centralized and 
absolutist state, is conceived of as one of the main elements that constitute the nation-state 
(Couloumbis and Wolfe, 1982: 54).168  A sovereign state is subject to no superior 
government (Keohane, 1984), able to be master in its own house (Couloumbis and Wolfe, 
1982: 55). Economic sovereignty is not a legal, but a combination of sociological, 
psychological and technological attributes to declare, implement and enforce public 
policies in the economic sphere, for the benefit of society. There is also political 
sovereignty, as the political durability of the nation-state, as the de jure use of power 
through supreme legal authority or competence within a defined territory.169  For 
sovereignty, there are two sides, internal, as the relationship of the state relevant to events 
inside the sovereign domain) and external, with respect to those outside the domain’s 
boundaries (Camilleri and Falk, 1992: 104-105).  
 
State autonomy, in contrast to the liberal and Marxist theories, finds clear reassertion as 
the starting point and ongoing concern in the politicist-statist ‘neo-Weberian’ approaches 
known as ‘isolated autonomy,’ ‘embedded autonomy,’ and ‘social embeddedness.’ The 
state in the Weberian understanding has its own interest, separate from the interest of any 
social group within society; it emerges as part of a general trend toward the 
rationalisation of society according to impersonal, universal, and general rules; it is 
understood as a rationalised bureaucratic organization, working according to general 
universal and impersonal rules devoted to specific ends, established by the state itself, 
which make the state immune from the influence of society; the state, in implementing 
these rules, tends to monopolize the means of coercion within well-defined territories; the 
state, in the Weberian conceptualization, unlike in the Marxist theory, is autonomous, 
unaffected by the influence of any social force or class within the society, in pursuing its 
own policy.170  
  
The isolated autonomy, or the ‘bringing the state back in’ approach, most distinctive in 
the work of Skocpol, links autonomy with the conduct and formulation of policy ‘free of 
societal constraint,’ where the state, in order to push through its policies, from domestic 
forces, must ‘isolate itself’ (1979 and 1985). The state to become autonomous, in this 
understanding, has to be ‘relatively insulated from ties to currently dominating socio-
economic elites’ (Skocpol, 1985: 8-9). Other writers, who re-emphasized autonomy, in a 
                                                 
168 For a review of the work of the French philosopher Bodin (1530-1596), considered as one of the earliest 
on the concept of sovereignty, see, for example, Sabine (1961: 402-405).  
 
169 Streeck (1996: 302-05), Jackson (1990), Lapidoth (1992) and Keohane (1995: 165-86). 
 
170 The work of Max Weber (1864-1920) on the central role of politics, power and the state had a 
remarkable influence on the development of the realist theory (see, in particular, Weber, 1947: 8-86, and 
1968, Vol. 2, chap. 9 and Vol. 3, chap. 10-13). In conjunction with Weber’s theory on government 
bureaucracy, the complementary work of Otto Hintze on states as organizations controlling territories 
projected the Weberian-Hintzean conception - the legal, administrative, extractive and coercive 
organizations as the core of the state - as one of the principal analytical strategy in comparative studies 
preserving to political structures a prominent place in social change (For a review of historical essays of 
Hintze, see Gilbert, 1975). 
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Weberian understanding, by retaining the integrity of the state as an analytical construct, 
also defined the central characteristic of the state as the ability to ‘overcome domestic 
resistance,’ or to be ‘strong in relation to its own society.’171
 
In the embedded autonomy approach, developed by Evans, the state enhances 
effectiveness to pursue goals (for example, economic development by becoming 
embedded in society but retaining a formal degree of ‘institutional autonomy;’ its 
embeddedness in a concrete set of social ties binds it to society, and provides 
institutionalized channels for the negotiation and re-negotiation of goals and policies; it is 
a state-society combination, in which either side by itself would not work, or a 
combination of corporate coherence and connectedness to society, apparently 
contradictory, which provides the underlying structural basis for successful state 
intervention (Evans, 1995, chap. 1, pp. 3-20).172  A more important role to the society, as 
a field and matter of state activities, is also given in Cavarozzi’s State-Centred Matrix 
(SCM), on the ‘double dependency’ characterizing state-civil society relations; social 
actors such as bureaucrats, members of the middle class and industrial workers, all 
forming part of an ‘urban-industrial complex,’ become a factor of socio-political 
importance, despite their dependence for the realization of their demands and aspirations 
on the state, which in turn needs the support of these actors to give its functioning a 
certain basis of legitimacy (Cavarozzi, 1994: 127-5).173  In the social embeddedness 
approach, states can enhance their interests only when they become deeply embedded 
within the whole of society; they must not only be embedded in the dominant economic 
class, but also throughout broader society, in order to provide themselves with a more 
flexible means of reconstituting themselves (Ikenberry, 1986: 136). 
  
Along the dimensions of autonomy and capacity, the relative strength of the state is 
measured (Haggard and Moon, 1995: 50). Operational autonomy, as Weiss and Hobson 
remarked, is what ‘most people have in mind’ when discussing the ‘strong’ state (1995: 
163). States that are strong or ‘organic’ states (Mann, 1986: chap. 14 and Hall, 1986: 13-
41) have great power and capacity, with strong institutions and considerable expertise.174  
They are powerful in terms of Barnett’s analysis of state power, as the ‘resources 
available to state mangers in their governance of society in relation to societal actors’ 
(1992: 40). Such states, in more detail, have a high degree of ‘infrastructural power,’ 
which has as the main aspect or dimension ‘penetrative-extractive’ power, the ability to 
penetrate society and extract resources, both human and material, for taxation, welfare, 
development, war or whatever (Weiss and Hobson, 1995).175   
                                                 
171 Gilpin (1987: 11, note 2), Krasner (1976: 317 and 1985: 17), and Stepan (1978: 3-46). 
 
172 See also Weiss and Hobson (1995), and Weiss (1998). 
 
173 See also Cavarozzi (1993). 
 
174 Migdal (1988), Weiss and Hobson (1995), and Weiss (1998). 
 
175 There is - in addition to infrastructural state power, as the ability to implement its policies - despotic 
state power, which refers to what the state can do without major societal protest (Barnett, 1992) 
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The strength of the state, in turn, is related to main organizational features of the state 
(Skocpol, 1985: 3-37). Its success in various interventions, and in structural change, 
depends on its internal organization (Sanchez Ancochea, 1999). The difference in the 
strength of states (Henry and Springborg, 2001) or in the ‘political economies of nation 
states’ determines the variation in dealing with ‘economic challenges and hazards of 
globalization’ (Van Kersbergen, 1999: 81). The link between the effectiveness of state 
actions and patterns of state-society relations is clearly perceptible in the ‘comparative 
institutional approach’ (Evans, 1995). That the variation in the strength of the state is a 
reflection of the differences in state-society structural relations, as the type of social 
traditions, practices, systems and institutions prevailing in any country, is now widely 
acceptable, notably in the study of comparative politics.176   
 
State strength ‘increases with the effective embedding of autonomy,’ explained Wiess 
and Hobson (1995: 7). Hout also depicts stronger states as more embedded in society 
(1996: 168). The strength of state, in Migdal’s Strong Societies and Weak States, is a 
function of the social control it can exercise over its society; the higher the level of social 
control, the more state personnel are able to gain autonomy from other social groups in 
determining their own preferences, and the more they can build complex, coordinated 
structures to carry out these preferences, and monopolize coercive means to ensure that 
other groups do not stand in the way of enforcing rules, explained Migdal (1988:32).177   
 
State autonomy, in Skocpol’s work, ‘widely received as the neo-Weberian approach to 
the state’ (Seabrooke, 2002: 7), is clearly different from that of the neo-Marxists, who 
show a concern for ‘relative autonomy.’178 The state itself, in this approach, unlike in the 
Marxist (and liberal) perspectives, is more than an arena, as a ‘set of administrative, 
policing, and military organizations headed, and more or less well coordinated by, an 
executive authority’ (Skocpol, 1979: 25 and 29). It is Janus-faced - must have sufficient 
domestic autonomy to implement change, and to maintain its autonomy from aggressors 
in the anarchical international system (see Seabrooke, 2002: 8). A state that is ‘more 
potent within society,’ according to her, is also ‘more powerful and autonomous,’ as a 
result of successful rationalisation and centralisation, ‘over and against competitors 
within the international states system’ (Skocpol, 1979: 161–2). For Skocpol, like Tilly, 
inadequate centralisation, as a result of insufficient state autonomy, cripples a state’s 
capacity to compete internationally (Tilly, 1990: 137–51, 160 and 186). In Migdal’s 
work, states with higher the level of the social control, not only can mobilize society and 
skim its surpluses, but also gain strength in facing external forces (1988:32).  
                                                 
176 See Migdal (1988), Mayall (1991: 43-60) and Barnett (1992). 
 
177 Migdal went on to provide three indicators of increasing levels of social control: Compliance, 
participation and legitimation. Compliance entails the use of sanctions and threats of coercion for the 
society to accept social control; participation is gaining strength by organizing society for specialized tasks 
in state organizations and institutional components; and legitimation, as the acceptance, or even 
approbation, of the state’s rules, or its social control, as true and right, which is the most significant 
indicator of the state’s strength and capabilities (1988:32). 
 
178 See Poulantzas (1973), Miliband (1983) and Block (1977). 
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For the embedded autonomy approach, like the isolated autonomy, successfully 
centralised (and embedded) states are able to survive or adapt under international 
anarchy, and manage it most effectively through the centralisation of institutions and 
embeddedness in organised economic groups; on the contrary, decentralisation of 
decision making, which produces ‘antinomies of civil society that tend to reproduce 
themselves within the state,’ leads to the ‘undermining the state’s capacity for coherent 
corporate action’ (Rueschemeyer and Evans, 1985: 60). 
 
The isolated autonomy and embedded autonomy approaches hold a functionalist view of 
the state, in which state capacity is measured in terms of economic outcomes, where more 
economic success implies higher state capacity; the state, in such approaches, is seen as 
using society to gratify or enhance its capacity, and society is acquiescent to state 
functional needs as an instrument to the enhancement of state capacity (Seabrooke, 
2002). Particularly in the isolated autonomy approach, autonomy, which has as a basic 
prerequisite bureaucratic insulation, is the result, in a sense, of the victory of the state 
over society (Navari, 1991 and Harik, 1997).  
 
Elements of the neo-Weberian, isolated autonomy perspective (and its functionalism and 
centralisation) are found in appraisals of investment and industrialisation strategies of 
highly autonomous developmental states, amid geopolitical and economic constraints in 
the international system (Amsden, 1989 and Wade, 1990).179  They are also evident in 
Stepan’s work on the state-foreign capital relations in Peru, on the role of state-chartered, 
hierarchically-structured organizations in regulating international businesses in the 
direction of long term national plans (1978, chap. 7, pp. 230-298). In Revolution from 
Above, on Turkey’s Ataturk revolution, Japan’s Meiji restoration, and Egypt’s Nasser 
revolution, the independent function of the government in economic development is 
attributed to bureaucratic insulation (Trimberger, 1978). Similar conclusions were 
reached by Henry and Springborg (2001), on development in the Middle East; Ayubi 
(1957 and 1980) on bureaucracy, society and politics in Egypt; and Rivlin (1985) and 
Harik (1997) on economic policy reforms in Egypt. 
 
 
Strong states’ mark has been the ability not only to control social action, but also to 
regulate economic activity (Tilly, 1975 and Rubinson, 1979). They have the capacity for 
‘governing the market’ (Wade, 1999), to ‘intervene in the market to improve the 
competitiveness of individual firms or industries that state bureaucrats think are vital to 
national security  and the economic competitiveness of the nation’ (Hart and Prakash, 
2000: 265). They were attaching, in dealing with US corporations, for example, great 
importance to their involvement in order to achieve the industrial growth that is 
compatible with, and contributes to, articulated national objectives (Baranson, 1978).  
 
They are essential for national economic development and industrial transformation, in 
highly developed as well as in newly developing countries (Weiss and Hobson, 1995). 
They have ‘a central role in structural change in most countries of the world’ (Sanchez 
                                                 
179 States, in terms of the ‘developmental impact’ of their political actions, are categorized into two 
historically-grounded, ideal types: developmental and predatory states (Evans, 1995). 
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Ancochea, 1999: 2). The relevance of their historical role continued, notably in the course 
of economic reforms, which empirically demonstrated that the ‘first prerequisite for 
liberalization is a strong state’ (Haggard and Moon, 1995: 50). They are a vital 
requirement for the success of reforms, confirmed a study on privatization in Egypt and 
Tunisia (Belev, 2001). Strong states, which are found in ‘more dynamic economies’ 
(Weiss and Hobson, 1995: 2), are ‘more successful in keeping the consequences of 
globalization at bay and in using globalization as a means to enhance the level of 
development’ (Hout, 1996: 168). They are more capable of managing challenges and 
consequences of globalization (Van Kersbergen, 1999: 81, and Henry and Springborg, 
2001). Strong and nimble states take ‘full advantage of the accelerated flows of capital, 
goods and information associated with the latest post-Cold War spurt of globalization’ 
(Henry and Springborg, 2001: 62). Such ‘stronger, more bureaucratically capable state 
apparatus’ were even preferred by the TNCs to deal with (Evans, 1985: 195). They, in 
trying to limit and off-set the costs of TNCs’ ‘globally interfusing behaviour,’ and secure 
as many of the benefits as possible, - even according to a state-withering proponent - 
were performing ‘a balancing act’ (Anderson, 1996). They were able to initiate counter-
reactions to improve bargaining position with adversarial politics; they, by becoming 
‘adversarial,’ were automatically in a ‘better bargaining position’ (Navari, 1991: 153). 
 
In most analyses of state-formation, state-building and state-making, a central feature are 
the means by which the state administers, monitors and regulates society, and extracts 
revenue from it, expressed in the notion of bureaucratisation (Tilly, 1975).180  
Bureaucratisation, as a process, has also been closely linked with state building (Ayoobi, 
1996: 21). In the study of the power, autonomy or strength of the state, whether in 
corporatist,181  Rechtsstaat,182  or Machtsstaat terms,183 effective interventions, through 
bureaucratic insulation or embeddedness, are essentially ‘predicted on the existence of a 
well-developed bureaucratic apparatus’ (Rueschemeyer and Evans, 1985: 59).184  Large 
and internally coherent bureaucracy, or ‘Weberian bureaucracy,’ features in many of the 
typical, standard definitions of the state, as the executive committee of the ruling class; 
monopolizer of legitimate violence; guarantor of civil society or self-determining national 
                                                 
180 State formation, or alternatively state-building, is understood as the process by which the state 
accumulates power, and expands not only in economic productivity, but also in political coercion and 
institutional capacity (Ayoob, 1996). State-making refers to the exclusion or neutralisation of internal rivals 
and the creation of durable instruments of surveillance and control within the state’s territory (Tilly, 1985). 
Tilly’s work is based on Hintze’s more general version of the theory for the evolution of large, strong 
territorial states in Europe (on Hintze’s historical essays see Gilbert, 1975). 
 
181 The term corporatism is used to describe the working of political regimes emerging in societies different 
in historical, cultural and institutional background (see Schmitter, 1974 - regarded as the founder of neo-
corporatism - and Stepan, 1978). 
 
182 For a review of theoretical treatments of the Rechtsstaat, see, in particular, various contributions in 
Navari, (ed.) (1991). 
 
183 On the Machtsstaat see contributions in Evans et al (eds.) (1985). 
 
184 The other alternative, though complementary, analytical strategy is to view states more macroscopically 
as a configuration of organizations and actions that influence the meanings and methods of politics for all 
groups and classes in the society (see Skocpol, 1985: 27-8). 
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community; or agency for affecting society’s social and economic transformation 
(Mayall, 1991: 43-60, and Zaki, 1999). What Weber identified as the association of the 
leaders and managers at the commanding heights of government institutions is taken as 
the ‘agency,’ one of  the two levels of analysis of the state, together with the ‘structure,’ 
or various structures, necessary for the administration of a particular territory (Wahba, 
1994: 4).  
 
Theorization in terms of state bureaucratic elite, whose actions are political choices, is 
fundamental for the assertion of the independence of political variables,185  and of the 
capability to mobilize local materialistic, ideological and psychological resources and 
organize actions, in studies on economic development,186  notably in Evans’ 
‘developmental state’ thesis (Evans,1995). The prime focus is on the role of bureaucracy 
(Wade, 1990: 11 and 25-26), in the setting of substantive social and economic goals 
(Johnson, 1982: 19-20), in creating institutions to facilitate consultations and co-
ordination with the private sector, and in guiding the market (Wade, 1990: 11 and 25-
26),187  as well as in promoting and enhancing international competitiveness (Johnson, 
1982: 19-20).188
 
3.3  State policy system 
Government elites or administrators have as one of their major attributes national policy 
making, as demonstrated, although somewhat indirectly, Heclo’s work on social politics, 
which has after 30 years lost none of its salience: 
 
Governments not only “power” (or whatever form of that approach might be); they also puzzle. 
Policy-making is a form of collective puzzlement on society’s behalf; it entails both deciding and 
knowing. The process of making pension, unemployment, and superannuation policies has 
extended beyond deciding what “wants” to accommodate, to include problems of knowing who 
might want something, what is wanted, what should be wanted, and who to turn even the most 
sweet-tempered general agreement into concrete collective action. This process is political, not 
because all policy is a by-product of power and conflict but because some men have undertaken 
to act in the name of others. (Heclo, 1974: 305) 
 
                                                 
185 The other notion is the continuity of social phenomenon and the resistance to rapid, complete changes 
[see Kohli (1984) and (1986: 3-21, Introduction). 
 
186 See Stepan (1978), Trimberger (1978), Ayubi (1957 and 1980), Rivlin (1985), Wade (1990), Harik 
(1997) and Henry and Springborg (2001). 
 
187 On the other hand, predatory states, which are characterized by a dearth of Weberian bureaucracy 
(Evans, 1995), are more involved in extracting revenues without providing corresponding services, and 
appropriating the surplus generated by producers for their wasteful consumption and for the waging of 
wars; they are corrupt and inefficient, distorting incentives and inhibiting savings and capital formation; 
they are also coercive in denying criticisms of iniquities, and the absence of mass participation in the 
country’s policy making (Sobhan, 1993: 10-11). 
 
188 On national industrial strategies see Murtha and Lenway (1994). 
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The notion of the ‘policy instrument,’ or the relevant means that a government 
bureaucracy has at its disposal, features in many studies on the capabilities to realize 
particular kinds of national goals.189  The instruments formulated by the bureaucratic elite 
were shown as fundamental in economic development and guiding the market (Wade, 
1990: 11 and 25-26). Economic policy instruments, which have a material existence, 
constitute the visible aspect of the state as a theoretical concept (Mathias and Salama, 
1983: 43). They, whether directly shaped by economic or ideological conditions, are the 
expression of the role of the state in the economy (Wahba, 1994, chap. 1, pp.1-23). They 
are macro or micro measures of state institutions taken in order to advance strategic 
objectives.190  The policy mix is generally determined by: (a) the nation’s political and 
cultural complexion and the strength of institutions and interest groups; (b) the size of the 
national economy, especially that of the domestic market; (c) the nation’s resource 
endowment, both physical and human; and (d) the level of economic development and 
degree of industrialization (Dicken, 1998).191  State policies, together with other 
subjective factors like politics and ideology, are at the superstructure level, whereas 
economic determinants (mode of production and accumulation, availability of foreign 
exchange, inflation, etc.) are at the infrastructural level, between which, as the two groups 
of factors determining the economic role of the state, there is a dialectical interaction, not 
a one-way causal relationship (Wahba, 1994: 12-14).  
 
Through specific policy instruments, the state elite have been performing important 
functions in economic development, to regulate the level and direction of both public and 
private activity (Sobhan, 1993, chap. 2, pp. 4-65). They are also a weapon in their hands 
in the international market (Odell, 1982: 30), used to secure high level of international 
economic activity (Hirst and Thompson, 1992: 371-95), redistribute wealth and risk 
associated with globalization (Van Kersbergen, 1999: 83), and respond to globalization 
(Hart and Prakash, 2000). They, as Nissanke and Thorbecke pointed out, are important 
and ‘should be strategically designed,’ since ‘positive benefits from globalisation are 
neither automatic nor guaranteed and passive liberalisation would risk perpetual 
marginalisation,’ (2005: 15). 
 
The balance of the state elite situational advantages, instruments and resources, and not 
only their main organizational features, must be taken into account in study of their 
capability to change the behaviour, or oppose the demands of other powerful (non-state) 
actors like TNCs, with given interests and assets (Skocpol, 1985: 3-37). The state, in this 
sense, has to be examined not in isolation, but in relation to the particular socio-economic 
                                                 
189 A noteworthy discussion of the notion of policy instrument is found in the study of Katzenstein (1978: 
297-98). See also contributions in Prakash and Hart (2000). 
 
190 See Koopman and Montias (1971), and Dunning (1988: 14) and (1993: 271). 
 
191 On the policy system of the state see Hill (1997). On the relationship between state policies and 
economic development, see, for example, World Bank (1993a) and Harik (1997). 
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setting (Ayubi, 1957 and 1980, and Harik, 1997), in sort of ‘relational approach’ (Stepan 
(1978).192   
 
The state in dealing with TNCs, confirmed several studies, not strictly of IPE genre, has a 
number of location-specific resources or advantages, which are influential in determining 
attractiveness to foreign investment (Davies, 1977, Dunning, 1981, Brouthers and 
Bamossy, 1996, and Fawzy, 2002). They were responsible for the differences between 
developing countries in the amount of inward investment and technology flows (Marton, 
1986: 15, Sullivan, 1999, and Estrin and Meyer, 2004). A number of surveys, testing on 
US corporations a variety of explanatory variables, revealed that host government’s 
attitudes, domestic political stability, and market growth prospects are among important 
considerations affecting TNCs’ investment-related decisions, whereby large, politically 
stable and growing markets offer the greatest attraction.193 In emerging markets, foreign 
investors are particularly attracted to large and growing markets, as well as host countries 
endowment with natural and created assets, and their costs (Estrin and Meyer, 2004). 
There is, in the ‘choice of a host country,’ the ‘increasing role of the physical and human 
infrastructure as well as that of the macroeconomic environment and the institutional 
framework’ (Bitzenis, 2003: 95). Important is the country’s institutional development 
(Henisz, 2000 and Bevan et al, 2000), or ‘institutional context’ (Estrin and Meyer, 2004), 
together with local rules and regulations (Guisinger et al,1985), in particular in relation to 
property rights guarantees, essential for the TNCs (Holm and Sorensen, 1995: 194-95).  
 
These studies also brought out the influence of the host country-specific factors on the 
way TNCs organize foreign investment and technology transfer;194  their choice between 
establishing affiliates and granting licences (Davies, 1977, and Dunning, 1981); their 
propensity to export technology to subsidiaries or license it (Dunning, 1984); and their 
investment decisions in emerging markets (Estrin and Meyer, 2004). They provide proof 
that the geographical distribution of corporate overseas R&D programmes, though 
‘motivated by the need to adapt products and processes to foreign markets’ (Fors, 1996: 
3), were remarkably influenced by the differences in the particular characteristics of 
countries or regions (UNCTAD, 1992: 146-7). An advantageous investment climate 
(relating to political conditions, constitutional guarantees against appropriation, etc.) was 
shown to persuade the TNC to accept a lower rate of return (Nixson, 1988: 380).  
 
                                                 
192 The ‘relational approach’ was expertly applied in the study of the Peruvian military leaders’ attempts to 
use state power to change forms of foreign investment by Stepan (1978). Other examples of its use in the 
investigation of the underpinning of autonomous state action is Harik (1997) on Egypt, and in the case of a 
developed country, on US policy in relations to foreign corporations in the raw materials sector, is Krasner 
(1978, especially parts 2 and 3). 
 
193 Summaries of these surveys are found in Dunning (1973), Reuber et al (1973) and Stevens (1974). 
 
194 Examples are Moran (1974 and 1985), Bennet and Sharpe (1985 and 1986), Kobrin (1987), Cvejanovich 
(1988), Eiteman (1990), Stopford and Strange (1991), UNCTAD (1995, chap. VI), Tarzi (1995: 154-64), 
Spero and Hart (1997: 249-75), Dunning (1988 and 1993) and Dicken (1998: 270-77 and 1999).  
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The timing and the mode of technology transfer were found to be considerably affected 
by national political, economic and technical determinants (McFetridge found out that 
1987: 135-150). The variation in the use of licensing was attributed to the differences in 
the host counties’ internal conditions and in the level of economic and technological 
development (Contractor, 1984b). Marton found out that technology was increasingly 
acquired through licensing or joint ventures in developing countries where domestic 
companies have achieved significant financial and entrepreneurial capability (1986: 7-8). 
Others also pointed out that foreign investors formed joint ventures with local, state-
owned or private, firms notably in emerging markets (Estrin and Meyer, 2004). The 
emergence of joint ventures is related to the ‘growth of industrial entrepreneurship 
capability’ in some developing countries, which made ‘a sustained relationship with a 
local industrial group’ particularly ‘useful and advantageous to most TNCs’ (UNTCMD, 
1992: 42). 
 
Effects of TNC were shown to be ‘conditioned by a range of country-specific variables’ 
(Estrin and Meyer, 2004: 2). They depend on the local strategy with respect to national 
development (and foreign investment), confirmed a study on Asian countries (Chen, E., 
1994: 381-405). The transfer of technology according to national objectives is a question 
of the local industrial structure and capabilities, including the availability of skilled 
labour and domestic entrepreneurial groups (Safarian and Bertin, 1987).195  The growth, 
in some developing countries, of local entities from domestic suppliers into 
internationalized companies, performing complex functions, was linked to the success in 
the setting up of comprehensive linkage development programmes (UNCTAD, 2001c).  
 
The location-specific resources or advantages are related to knowledge and control of 
natural resources, population, labour force conditions, technological and managerial 
capacity (education level), domestic markets, infrastructure, established distribution 
channels, political climate, policies, incentives, contacts and influence in the local 
community.196 However, the most significant are the institutional and bureaucratic 
factors, whereby similar to the case of TNCs, ‘certain types of resources tend to provide 
stronger bargaining positions over other resources’ (Brouthers and Bamossy, 1996).197   
 
HDCs, in their trade regimes, whether to be strongly outward-oriented, strongly inward-
oriented, or somewhere in between, with varying consequences, depends on 
‘[g]overnment policymakers,’ as they ‘make strategic choices’ (Stopford and Susan, 
1991:570). The set of factors directly connected with the state elites - including the 
commitment to clear policy goals, as well as the technical and evaluative capacities to 
                                                 
195 See also Safarian (1987: 1-8, Interpretative Summary).  
 
196 Examples are Moran (1974 and 1985), Bennet and Sharpe (1985 and 1986), Kobrin (1987), Cvejanovich 
(1988), Eiteman (1990), Stopford and Strange (1991), UNCTAD (1995, chap. VI), Tarzi (1995: 154-64), 
Spero and Hart (1997: 249-75), Dunning (1988 and 1993) Brouthers and Bamossy, 1996) and Dicken 
(1998: 270-77 and 1999).  
 
197 See Baranson (1981), Moran (1985), Safarian and Bertin (1987), Eiteman (1990), Brouthers and 
Bamossy (1996), Van den Boom (1996) and (Meyer 2001).  
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decide on the preferred contribution of foreign capital in the overall (national) 
development plan, and administrative and political capacity to monitor foreign business - 
determines the overall impact of TNCs on the country (Stepan, 1978, chap. 7, pp. 230-
298).198  Fundamental are their relative capabilities in economic, coercive, leadership, and 
organizational coherence terms (Reynolds, 1989: 190). Vis-à-vis US corporations, for 
example, Baranson’s analysis attributed the bargaining position of developing world 
enterprises to the part done by the government officials in the screening and controlling 
of foreign investment and licensing agreements (1978: 154). Their ‘level of expertise’ 
shapes the ‘relative bargaining power’ (Tarzi, 1995: 156). Their bargaining skills are a 
deciding factor in negotiations with TNCs (Fagre and Wells, 1982), notably in relation to 
the price of technology (Lall and Streeten, 1977: 67). On their ‘competence’ critically 
depends the ‘outcome of the negotiations’ (Dunning, 1993: 553), and on their capabilities 
the division of the surplus value, concluded one of UN’s specialized agencies 
(UNTCMD, 1992, chap. 1, pp. 1-9). They, as an important customer or distributor, create 
a constraint on TNCs that weakens corporate bargaining position, demonstrated a study 
on the bargaining hypothesis in the manufacturing sector in developing countries 
(Kobrin, 1987). A survey of North-South technology transfers found that ‘by the class 
ideology of the ruling elites’ most ‘technology choices’ were ‘greatly influenced’ 
(Ahmed and Wilke, 1986: 90).199   
 
Government bureaucrats, in dealing with TNCs, seek to ‘formulate policies and to provide 
a regulatory and promotional system to implement them’ (UNTCMD, 1992: 2). Of a great 
importance are their policies for supporting national innovation programmes, greater 
domestic technological capability (Marton, 1986: 167), and effective technology transfer 
(Safarian and Bertin, 1987);200 those directed at the maximization of the benefits of 
linkages (with TNCs), absorption of external technology and reduction of local 
technological dependence.201 It has been noted that: 
 
Although foreign affiliates have an interest in creating and strengthening local linkages, their 
willingness to do so can be influenced by government policies addressing different market 
failures at different levels in the linkage formation process. For example, TNCs may be unaware 
of the availability of viable resources, or they may find it too costly to use them as sources of 
inputs. In developing countries, policies may be required to compensate for weak financial 
markets or weak institutions like vocational schools, training institutes, technology support 
                                                 
198  The state elites, in a wider perspective, include in addition to bureaucracy, feudal and tribal lords, the 
new industrial class, large farmers, urban intelligentsia and members of the armed forces (Ahmed and 
Wilke, 1986: 90). 
 
199 In general terms, the ruling elites in developing countries, in ideological terms, have historically been: 
Right wing (capitalists) modernists, Left wing (Marxist) modernists, grass root indigenists or 
environmentalists and fundamentalists (spiritualists or religious bigots) (Ahmed and Wilke, 86: 90-91). 
 
200 On importance of state policies on foreign capital see, for example, UN CTMD (1992, chap. I, pp. 1-9, 
and chap. III, pp. 29-50). 
 
201 See UNCTAD (1990b), UNTCMD (1992) and UNCTAD (2001, Overview). 
 
 81
centres, R&D and testing laboratories and the like. Well-designed government intervention can 
raise the benefits and reduce the costs of using domestic suppliers. (UNCTAD, 2001: 16) 
 
The policy and legal measures on foreign investment are shaped by a wide variety of 
factors, including level of development, resource base, structure and amount of trade, 
requirements for capital, technological progress, job creation, access to external markets, 
national development targets, underlying economic and political systems, structure and 
level of administrative institutions, as well as values, capabilities and skills of 
government administrators (UNTCMD, 1992, Introduction and overview, pp. 1-9). They 
are a major element of the general (education, consumer protection), macro-economic 
(fiscal, monetary, exchange rate) and micro-economic (industry, trade, competition) 
policy system,202 or the national development policy package that typically addresses 
political and macroeconomic stability, infrastructure, economic institutions, and a clear 
sense of the ground rules by which enterprises must operate (Gereffi, 1996: 53-81).  
 
They are best viewed in the ‘context of the basic development strategy of each country’ 
(Chen, M., 1996: 44).203  In some developing countries that are more market-oriented, 
market forces, along with appropriate macro-economic and organizational policies, are 
regarded (like in the case of developed economies) as sufficient to ensure the required 
level and type of foreign business participation; in other developing countries that are 
generally at an earlier stage of development,  in which market forces are allowed only 
limited freedom, and the government is the prime resource creator and allocator, foreign 
investment is likely to be guided, or controlled, with control mechanisms more 
emphasized than incentives (Dunning, 1993: 561-62). However, most countries fall 
somewhere between one or another category, and any grouping of countries, in terms of 
foreign investment policy regime, represents a rough classification (Dunning, 1993: 561-
62). They adopted ‘neither a radical policy nor a free-market, but a ‘pragmatic’ one, 
which considers foreign investment to have ‘both benefits and costs,’ and aims at  
‘maximizing national benefits and minimiz[ing] national costs’ (Min Chen, 1996: 51), in 
a system of ‘mixed policies’ (Dunning, 1993: 561-62).204   
 
Government administrators have over the years progressively augmented their 
capabilities and became ‘more knowledgeable’ (Navari, 1991: 153).205  They, after long 
periods of interaction with TNCs, acquired more expertise in the monitoring and 
                                                 
202 See Koopman and Montias (1971), and Dunning (1988: 14) and (1993: 271). 
 
203 In general terms, since the end of WW II, the main economic strategies were export-driven, import 
substitution and autarchy (see Todaro, 1981: 427-65, and Weaver and Jameson, 1978). 
 
204 For a review of national policies on foreign investment and acquisition of technological capacities, see, 
for example, UNCTC (1994b), in Chen, E. (ed.) [pp. 171-96]. See also Chen, E. (1994), in: Chen, E. (ed.) 
[pp. 381-405]. 
 
205 The substantial growth in cross-border business activities and higher competition for markets also 
resulted in a series of advises and recommendations for host governments on the management of foreign 
capital and dealing with various aspects of its perceived threat (see, for example Streeten, 1973 and Harik, 
1997). 
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regulation of foreign investment, and in the training of cadres in necessary legal, financial 
and business skills; they, by developing laws, institutional and bureaucratic structures, 
advanced to a better bargaining position, or moved higher in a ‘learning curve’ of 
administrative and managerial bargaining skills.206  The government elite, in negotiating 
with American corporations, for example, expanded their interventionist and supportive 
role, thereby lending higher bargaining leverage and authority to local purchasing 
enterprises (Baranson, 1978). The same occurred in a developing country like Egypt, in 
dealing with European TNCs (Harik, 1997). Government bureaucrats in more advanced 
HDCs not only improved their capabilities to deal with TNCs, but also showed more 
ability in their function in attracting R&D facilities and advancing the absorption of 
foreign leading-edge technologies (Lall, 2000: 2).  
 
The government elite have changed their policy and legal approach to foreign investment 
and technology (or the extent and form of intervention) in the course of economic 
development (Chen, M., 1996: 17). Their ‘first generation’ of policies, which were 
‘investment support policies’ that reflected market-friendly attitudes were replaced by the 
‘second generation,’ which focussed on attracting foreign investment, before the 
emergence, more recently, of ‘investment promotion policies,’ or the ‘third generation’ 
that take: 
 
the enabling framework for FDI and a proactive approach towards attracting FDI as a starting 
point. It then proceeds to target foreign investors at the level of industries and firms to meet their 
specific locational needs at the activity and cluster level, in light of the country’s development 
priorities. (UNCTAD, 2001: 14) 
 
The policy-legal system on foreign investment generally includes incentives, controls and 
requirements on entry, performance, investment stock and exit: Those on conditions of 
entry determine (1) allowed degree of foreign ownership of local resources (2) type of 
value added activities of TNCs (3) financing of investment (4) location of investment 
within the host country (5) type of business incentives, including grants, subsidized loans 
and/or factory rents, and allowances (Guisinger, 1985 and 1986). A survey on investment 
incentives concluded that TNCs’ export-oriented investment tends to receive a ‘tax 
holiday’ while infrastructure investment and domestic-market projects mostly obtain 
protection from competing imports (Reuber et al, 1973: 120-32). Performance 
requirements comprise specific demands on local purchasing of capital goods, raw 
materials, intermediate goods and services; as well as in relation to recruitment, 
employment and training (particularly at managerial and professional levels); the 
proportion of output exported; the form of value added (e.g. R&D) functions undertaken 
by the affiliates; information provided on intra-firm pricing practices; conditions attached 
by TNCs on the use of technology transferred; and types of production methods 
[Dunning, 1993: 559 and UNCTC, 1991c). The performance requirements, a study on US 
FDI in developing nations found, deal with local content, export, trade balancing, 
technology transfer and licensing, local equity, domestic sales, product mandating, 
                                                 
206 On the learning curve and its implications for the host country-TNCs bargaining process see Moran 
(1974: 164 and 1978: 82-4). See also Sunkel (1972: 517-31) and Stepan (1978: 235). 
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manufacturing requirements and limitations, and exchange and remittance restrictions 
(Ellis, 1990: 8). A cost-effective investment stock is maintained with a combination of 
business incentives, regulations and requirements that limit investment in one sector and 
encourage in another with tax concessions and export subsidies.207  The policy system 
also includes another group of regulations that set the conditions for TNCs’ exit.208   
 
3.4 Importance of foreign investment policy-legal system  
3.4.1 The theory of the TNC 
The pattern of technology and industrial production among countries, whose share 
(percentage) in technology payment aggregate has not been very different from their 
share in total inward direct investment, is similar to that of FDI (UNCTAD, 2001: 39 and 
table 1.4). It is therefore ‘difficult, if not impossible, to separate the theoretical analysis 
of the determinants of the forms of technology transfer from the theory of foreign direct 
investment and the transnational firm’ (UNCTC, 1994b: 171).  
 
There have been, as far back as the time of Mercantilism, some attempts to theorize on 
the commercial activities of large firms.209 From the 1960s, however, following Hymer’s 
pioneering contribution,210 economic explanations were provided for TNCs’ move 
beyond exportation to undertake value-added activities across borders by researchers who 
applied the theory of the firm, monopolistic competition, capital, location and 
international trade, in what has also become known as the theory of the TNC.211 There 
are, in terms of level of analysis, at least two main economic perspectives: a macro-level 
perspective that takes a general view, and a micro-level perspective that adopts a firm-
specific view. The first, which is based upon the concept of the circuits of capital (largely 
                                                 
207 On government policies to acquire cost-effective foreign investment, see Root and Ahmed (1978), 
O’Sullivan (1985), Guisinger (1985 and 1986), OECD (1989) and Balasubramanyam (1991). For a 
comprehensive review of macro-economic and organizational policies specifically directed towards the 
management of international business see, in particular, Dunning (1993, chap. 20, pp.546- 73), and 
contributions in Estrin and Meyer (2004). 
 
208 Following the liberalization programmes in many developing economies, disinvestment obligations, 
which were particularly common in the 1960s and 1970s, are rarely imposed at the time of entry of new 
firms (UNCTAD, 2001). 
 
209 There were no specific theoretical perspectives on direct investment; it was another variant of 
international capital theory (see, for example, Cantwell et al, 1986). 
 
210 Hymer (1960, 1968 and 1976) and Kindleberger (1969 and 1984), who  made one of the early 
challenges to the neo-classical perspectives on corporate foreign operations, proposed that FDI was 
logically incompatible with competitive markets, and that foreign production could not take place without 
the investing firm possessing some kind of monopolistic advantage over other local competitors.  
 
211 There were also less influential neo-imperialist (Baran and Sweezy, 1966); socio-psychological (on 
aspirations of individuals and groups within the corporations) and historical-technological (on more recent 
developments in transport and communication) explanations, as well as organizational theory-based 
business analyses (Aharoni, 1966). The theory of the TNC is also referred to as the theory of determinants 
of activities of TNCs; theory of international production; theory of FDI and theory of foreign investment 
and transnational behaviour (Dunning, 1993, chap. 4, pp. 66-95). 
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embedded within Karl Marx’s conceptualization of capitalism as a whole system), looks 
at the behaviour of TNCs in terms of the basic ‘rules’ of capitalism; examples of the 
macro-level perspective that address corporate business operations as an integral part of 
internationalization of various circuits of capital include works by Palloix (1977), Harvey 
(1982), and Jenkins (1984). The internationalization of economic activity and its major 
vehicle, the TNC, was regarded by Radice as part of  
 
a general trend of internationalisation inherent in the expansive nature of capitalism which tends 
to create a specifically capitalist world economy. Increasingly, this capitalist world economy is 
subject as a whole to the laws of motion of capitalism […] international firms must be understood 
in terms of internationalization of capital and the accumulation of capital. (1975: 17-18) 
 
The second perspective, which looks at the capitalist firm, rather than at the whole 
(capitalist) system, developed from the contributions of numerous analysts in attempts to 
provide more precise, scientific (less ideological) appraisals of the activities of TNCs; 
they searched for answers to different questions and selected particular units of analysis; 
much of their theorizing became dependent on the type of questions put forward. 
Researchers like Hymer (1960, 1968 and 1976), drawing mainly on the theory of 
industrial organization, addressed questions of why firms of one nationality are more 
capable of entering foreign markets than local entities; what drive these firms towards the 
control of foreign production. Others, notably Kojima (1978, 1982, and 1990), in taking 
up a macro-economic approach, concerned themselves with why certain countries engage 
in FDI; they applied as the starting point neo-classical trade models, focusing on country-
related variables. Another group of researchers, including Rugman (1982), Teece (1981), 
Casson (1987 and 1992), Buckley (1990 and 1991) and Caves (1971, 1980, 1982 and 
1996), were interested in the behaviour of the individual TNC, seeking to identify, on the 
basis of the theory of domestic firm, the factors that underlie its existence and growth. 
 
The oligopolistic, product cycle, industrial organization, internalisation and eclectic 
paradigm stand out, following decades of research, as the principal micro-level 
perspectives, or approaches.212 They explain that TNCs move outside home basis as part 
of production and marketing strategies to take advantage of differences in factor 
endowments, cultural conditions, institutional arrangements, economic systems and 
market structures; to sustain (or protect) existing markets, exploit (or promote) new 
markets, adapt products to local tastes and needs, make use of indigenous resources and 
capabilities, and to reduce production and transaction costs (Dunning 1993). They are in 
developing economies mostly driven by the interest in large markets, expanding sources 
of cheap labour, low taxes, as well as lax environmental and labour laws (Lall and 
Streeten, 1977 and UNCTAD, 1995). FDI is not only a pro-active action, but it can also 
be a pre-emptive action to prevent a take-over by competitors; or a reaction to actions by 
competitors or host governments that jeopardize corporate market position.213 TNCs may 
                                                 
212 See Lall and Streeten (1977, chap. 2, pp. 16-46), Hood and Young (1979), Casson (1982), Helleiner, G. 
(1989), Dunning (1993, chap. 4, pp. 66-95), Vos (1994) and Jong and Vos (1994).  
 
213 The oligopolistic competition for market shares, when TNCs counteract each other’s moves in entering 
new markets, is one of the significant factors influencing corporate foreign business operations. The work 
of Knickerbocker suggested that oligopolistic reactions are part of the defensive strategy, which increase 
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also acquire a share in other companies as a precursor to direct investment, or as part of 
long-term planning to reinforce the technical, licensing or distribution set up (Dunning 
1993, chap. 3, pp. 54-65). In general, the shift in the ‘portfolios of mobile assets’ is done 
in order to ‘find the best match with the immobile assets of different locations’ (Lall, 
2000: 4). 
 
The internalisation theory seeks to explain the ‘international horizontal and vertical 
integration of value-added activities in terms of the relative costs and benefits of this 
form or organization relative to market transactions’ (Dunning, 1993: 75); or ‘why firms 
may prefer FDI to alternative ways of doing international business like exporting and 
licensing’ (Spero and Harts, 1997: 98). It was developed from the basic idea emerging 
from the seminal work of Coase (1937) on the theory of the firm, which suggested that 
the market for undertaking certain types of transactions is costly and inefficient, due to 
imperfections of the market of intangible assets for long-term contracts with an external 
firm entailing extra costs. Buckley and Casson, who made the first systematic attempt to 
incorporate transaction cost concepts in to a theory of the TNC, explained that technology 
(and similar rent-yielding assets) can be transferred more efficiently and cheaply within a 
TNC than between independent firms due to the high transaction costs associated with its 
arm’s-length trade (1991, chap. 2).214   
 
According to the internalisation approach, TNCs, owing to market imperfections, 
internalize by setting up affiliates, which render higher returns on corporate assets, ensure 
maximum control over the use of technical knowledge, making it available to the 
affiliates at lower costs.215  The foreign subsidiary, it has been noted, enables the 
internalization of benefits of specialised technological know-how and capability, retained 
within the corporation (Marton, 1986: 69-71).216  Internalisation, expressive more 
comprehensively than other, earlier models, seems to have a fairly general applicability in 
oligopolistic markets in which TNCs operate (Hood and Young, 1979: 57). It has been 
adopted by many who regard it as a general theory within which previous contributions 
can be incorporated (Jenkins, 1996: 440-41).217  It is, however, considered a static model, 
                                                                                                                                                 
with the level of concentration, and decrease with the diversity of product (1973: 195); this explanation 
somehow accords with Marxist analyses of international capitalism as a growing worldwide battle of 
competing giant firms, forced to continuously extend the scope of business operations (Hymer and 
Rowthorn, 1970). On effects of market competition on firm activities see, esp. Caves (1982, chap. 4, pp. 
94-129).  
 
214 The transaction cost is particularly relevant in explaining ‘sourcing’ - the production and interchange of 
specific components, processes and services by geographically dispersed units of TNCs - in both developed 
and developing countries (Dunning, 1993). 
 
215 The subsidiaries can draw on know-how, which has the characteristics of a public good to the TNC, 
without any additional costs to the parent corporation (see Johnson, 1970). 
 
216 On the main assumptions of the transaction cost theory and internalization paradigm, see, for example, 
Williamson (1975), Rugman  (1981), Casson (1992) and Caves  (1996). 
 
217 The internalization approach is also referred to as the internalization theory, in so far as it predicts the 
situations in which the markets are internalized. However, with the kind of market failure that determines 
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with some of its proponents acknowledging the need for a more dynamic theory, to 
integrate variables connected to the way TNCs organize external business activities 
(organization variables) with location-related variables (see Buckley, 1987 and Casson, 
1987). 
 
Subsequent research showed the necessity of addressing the similarities between TNCs 
and international trading companies (TNCs undertake cross-border transactions outside 
their home countries, but, unlike trading companies, they own and control foreign 
production facilities). It also demonstrated the need to take into account TNCs’ 
resemblance with multi-plant domestic firms (TNCs operate two or more production units 
and internalize the transaction between these units, but, unlike domestic firms, at least 
one of the production units is located in a foreign country; in addition, the markets 
internalized are international rather than domestic). As such, the theory of TNC had to 
draw upon (and integrate) two major strands of economic thought: the theory of 
economic organization that deals with the ownership of production and the ways in which 
the transactions related to it are organized; and the theory of international resource 
allocation that is mainly concerned with the location of production.218  
 
The theory of the TNC, in more recent forms, incorporated (three) sets of variables 
related to the possession of intangible assets; the location of the business activities of the 
TNC; and the organization of the activities. The OLI model combines elements of various 
theories to provide a satisfactory answer to several fundamental questions concerning 
TNCs (Jepma et al, 1996: 111-13). It is, as an expansion of the internalisation theory, 
based on TNCs assets, location resources and imperfectly-functioning markets; the 
determinants (and the impact) of corporate investment are viewed in terms of the 
juxtaposition between the competitive (Ownership [O] specific) advantages of TNCs, the 
competitive (or Location [L] specific) advantages of host countries and - in the light of 
these advantages - of the organisational modes by which both the corporations and 
countries organise their resources and capabilities. Internalisation (I- specific component 
of the eclectic paradigm) refers to the method that is preferred by TNCs in organising 
value-added activities.  
 
According to the OLI model, the combination of the Ownership, Location and 
Internalisation advantages (and disadvantages), which TNCs encounter, and their 
strategic reactions to them, determines the nature, level and structure of corporate 
business activities. It suggests that three conditions must be met before a TNC will be 
able to compete with local competitors despite the disadvantage of being foreign; it must 
possess market power that derives from the ownership of some specialised knowledge; 
consider the particular foreign location advantageous for new investment; and prefer FDI 
to exporting and licensing by the usual internalization logic. Given corporate- and 
location-specific resources, TNCs internalize activities in other countries, in order to 
benefit from advantages such as scale economies and transfer pricing, and to overcome 
                                                                                                                                                 
one form of activity quite different from that of another, it is more appropriate to describe it as a paradigm 
(see Buckley, 1990). 
 
218 See Dunning (1993), and contributions in Hertner and Jones (eds.) (1986). 
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various market imperfections. At any given time, the more a corporation (relative to 
others) possesses O-advantages, the greater the incentive it has to internalise rather than 
externalise their use; and the more it finds it in its interests to exploit them from a foreign 
location, the more it is likely to engage in production operations.  
 
The consensus of theoretical research, and case-study histories, support the contention 
that it is difficult to develop an all-embracing theory, in the sense of encompassing with a 
single explanatory equation a set of variables, which can fully explain each type of 
investment at the same time (Dunning, 1993: 63). Furthermore, ‘[w]hat derives’ from a 
review of the literature on the ‘decision-making process of FDI’ is that ‘no theory 
dominates’ (Bitzenis, 2003: 94). Although, ‘there is a vast body of literature on FDI,’ one 
can still argue that the theory ‘seems to be still in its infancy’ (Jong and Vos, 1994: 1), 
probably owing to the fact that the ‘opportunities a country has to offer change through 
time’ and TNCs evaluate the opportunities in ‘different ways’ (Bitzenis, 2003: 94); this 
also explains the ‘changing geography of international production’ that ‘reflects the 
dynamic interaction of many economic, organizational and policy factors,’ the 
combination of which ‘reflects new forces influencing TNC location decisions’ 
(UNCTAD, 2001: 9).   
 
There is, nevertheless, the view that the eclectic paradigm, or Ownership-Location-
Internalization (OLI) model, introduced by Dunning in his writings since 1976, is the 
most widely accepted theory of FDI among economists (Spero and Harts, 1997: 110). 
The theories that studied ‘only the factors that lead to the decision of FDI’ may be 
‘viewed as static,’ while those that are focused on the ‘evolution of the foreign company 
and its interaction with the host industry and the host country’  may be considered as 
‘dynamic theories,’ pointed out a review of FDI theories (Bitzenis, 2003: 95). Dunning’s 
OLI paradigm suggests that the most significant location-specific variables (assets or 
advantages) are: cross-country ideological, language, cultural, business and political 
differences; the distribution of natural and created resource endowments and markets 
input prices, quality and productivity (e.g. labour, energy, materials, components, semi-
finished goods); societal and infrastructure provisions (e.g. commercial, legal, 
educational, transport and communication); economic system and strategies (e.g. the 
institutional framework for resource allocation); and foreign investment policy system 
(incentives, disincentives, performance requirements, etc.).219  It concludes that from ‘a 
dynamic perspective, perhaps the most important location-specific advantages of 
countries influencing the impact of TNCs are the macro-organizational policies and 
development strategies pursued by host countries,’ together with the structure of Porter’s 
‘diamond of competitive advantage’ (1993: 270).220   
 
 
                                                 
219 On the OLI paradigm, see Dunning (1988) and (1993). 
 
220 The components of the diamond of competitive advantage (of the host country) are R (indigenous 
resources and capabilities, E (market structure), D (indigenous demand characteristics) and S (availability 
of support or related sectors) (Porter (1990). 
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3.4.2 Empirical indications 
On the industrial strategies of the bureaucratic elite depends the promotion of the local 
industry and the country’s international competitiveness (Johnson, 1982: 19-20). The 
policies pursued and implemented by an efficient civil service is essential for the success 
in attracting foreign investment, demonstrated a detailed study on in Ghana (Van den 
Boom, 1996). There are several influences that have been, and will always be, important 
to FDI inflows, but the ‘most basic ones,’ as UNCTAD found out, are ‘political and 
economic stability and a welcoming environment for FDI (and for private enterprise in 
general),’ which are related to ‘important factors’ like ‘ease of entry and exit, appropriate 
standard of treatment and dispute settlement, and a predictable and transparent regulatory 
framework’ (2001: 5).     
 
The government specific policies on foreign investment and technology transfer are 
depicted as the central constituents of the host government-TNCs relationship (UN 
CTMD, 1992: 29), and in schematic diagrams as a central component of the host states-
TNCs bargaining relationship (Lecraw and Morrison, 1991, and Dunning, 1993); they 
have been categorized as a determining factor in the performance of the country in 
dealing with the TNCs (UN CTMD, 1992: 29), and in the maximization of FDI benefits 
(Hart and Prakash, 2000: 269); they can be ‘simply blamed’ for any adverse effects of 
foreign investment (Fieldhouse, 1995: 170). The price of technology was shown to 
depend on the ‘policy of the host government,’ as ‘one the strongest factors’ (Lall and 
Streeten, 1977: 67). The significance of the government elites’ policy in dealing with 
TNCs is documented in a number of studies.221  With ‘more regulations and restrictions 
on foreign investments and market access,’ government elites ‘wield the power to limit 
the extent of, or even to dismantle, the MNC integrated manufacturing and trade 
networks’ (Doz, 1986b: 39). 
 
The policy system ‘influences all three elements in the eclectic theory’ (Jepma et al, 
1996: 114). It has a notable impact on the country-specific factor endowments, or 
location-bound resources or advantages (Dunning 1993). Many location determinants are 
‘directed’ by the government policy (Van den Boom, 1996).222  The ‘industrialization 
strategies’ determine local ‘market conditions’ and ‘both opportunities and constraints for 
the corporations’ (Marton, 1986: 15). They shape the domestic economic environment 
(including the size of the internal market and access to third-country markets), the 
financial position of the enterprise (and the economy) to finance technology acquisition 
without foreign equity, and the technical absorptive capabilities at the enterprise and 
sector levels (including astuteness in unbundling technology into process, equipment, 
construction and training components) (Baranson, 1978: 154). On them, is also dependent 
the degree or extent of prevailing economic uncertainty in the country (Tarzi, 1995: 156). 
 
                                                 
221 See, in particular, Lall and Streeten (1977, chap. 11, pp. 191-218), UNTCMD (1992, chap. I, pp. 1-9), 
Tarzi (1995), Brouthers and Bamossy (1996), and Dicken (1999: 120, fig. 1). 
 
222 For instance, investment in human capital is considered as crucial in promoting the efficiency of 
domestic sectors; strengthening of the absorptive capabilities of local firms for technical information and 
management skills, and building of indigenous economic strength (Chen, E., 1994: 381-405). 
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The importance of the policy system is specified in what is known as the ESP 
configuration, which combines government Policy (P), economic Environment (E) and 
economic System (S) of the country. In this configuration, which also differentiates 
between various countries in terms of the stage of socio-economic development, the 
macro- and micro-economic, general and specific (to foreign investment), policies of the 
government not only determine the extent and form of intervention with respect to the 
level and pattern of foreign investment, but also critically affect the main components of 
the economic Environment and System.223 The make-up of the ESP, which incorporates 
many of the country-specific factors, substantially affects consequences of corporate 
business operations for national economic welfare. This means, as Dunning confirmed, 
that any operationally testable theory of the economic and social impact of TNCs on the 
host countries is also conditioned the ESP configuration of the host countries (1993: 282). 
In other words, the ‘actual impact of FDI in a particular case’ depends on the 
‘development strategy of the host developing country in general, and with reference to 
FDI in particular, and the economic environment and conditions of the host country’ 
(Chen, E., 1994: 382). The ESP configuration also determines the propensity (ability) of 
various countries to attract international investment due to influence on corporate plans 
and procedures; in a survey of 44 factors most commonly quoted as determinants of 
business operations of TNCs in developing countries, it was reported that one half were 
directly related to S or P variables, and the remainder to E variables of the ESP paradigm 
(Root and Ahmed, 1978). Another study, which made a comparison between corporate 
behaviour in Eastern Europe and in Latin America, concluded that local system, policy 
and environmental differences in the host countries influence the way in which TNCs 
operate in those regions; the type of TNCs active in each region and the economic 
consequences of their activity are dependent in a systematic way on the [above] three 
explanatory factors (Brada, 1982: 126).  
 
The national policy on IPRs, for example, was found to have a strong effect type of TNC 
and investment, level of corporate R&D conducted locally, as well whether technology 
transfer comes through licensing, joint ventures, or wholly owned subsidiaries (Saggi, 
2000). Many TNCs form joint ventures, above all, as a result of the demands and actions 
of the host government, confirmed studies on joint venture-creation rationales in 
developing countries (Lall and Streeten, 1977: 43 and 77-78, Hood and Young, 1979: 60, 
and Estrin and Meyer, 2004).224  Gullander, on corporate strategies on joint ventures, 
concluded that the one primary reason for many TNCs to accept this type of investment 
structure, particularly in developing countries, is political (1976). Janger, on the 
                                                 
223 The economic environment has as main components cultural/historical background, human and natural 
resources, stage of economic development, and the level and structure of output (primary, industrial 
services, specialisation). Economic system refers to the macro-organizational mechanism within which the 
allocation of resources and capabilities is decided. The components of system can be capitalist, socialist, 
mixed or alliance with other countries. The ESP paradigm was devised by Koopman and Montias (1971). 
See also Dunning (1988: 14 and 1993: 271). 
 
224 There are reports that TNCs are often prepared to accept a lower rate of return on their package and 
become engaged in a joint venture, if the alternative is not investing at all and losing a market (Lall and 
Streeten, 1977, end of chap. note 80, p. 233). 
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organization of joint ventures, found that nearly half of TNCs in his sample formed joint 
ventures as a result of government requirement (1980). Beamish’s survey of joint 
ventures’ performance identified the external environment, which includes type of 
government policies, as influential in the configuration and stability of the joint venture; 
it showed that 57 per cent of a total of 66 joint ventures, located in 66 developing 
economies, were established as a result of host government persuasion or legislation 
(Beamish, 1984). Tomlinson, selecting a sample of joint ventures in two large developing 
economies (India and Pakistan), found out that in 42 per cent of the cases, British TNCs 
recognised host governments’ explicit or implicit pressure as the most important factor 
inducing them to undertake a joint venture (1970: 27-8). These studies show that 
domestic ‘restrictive investment policies’ leave Joint ventures and licensing as the ‘only 
avenues available to TNCs that wish to participate in the local economy’ (Spero and 
Harts, 1997: 102),225  making it ‘effectively impossible to profit from a direct investment 
package’ (Lall and Streeten 1977: 36). Wholly-owned subsidiaries are only ‘set up in 
various sectors in developing countries where there are no restrictions’ (UNTCMD, 1992: 
42). What can ‘compel the owner to consider a joint venture strategy,’ are ‘various 
barriers and regulations’ (Chen, M., 1996: 135). Barriers to entry, tariffs and other import 
control mechanisms, notably in market-seeking investment, greatly influence decisions 
(Dunning, 1993: 59). They make TNCs to ‘sell a licence’ (Lall and Streeten 1977: 36). 
Barriers to entry, confirmed surveys of technology transfer, encourage arm’s length 
licensing (Fors, 1996).  
 
3.5 Concluding notes 
(1) State-maintaining perspectives, which stand opposed to the claims of the redundancy 
the traditional nation-state, and charter the continuous relevance of political power in 
domestic and international settings, are politicist and statist. They, in politic-
deterministic, down-top analyses of the effects and implications of the variations in state 
autonomy, strength, actions and interventions, which can accommodate the heterogeneity 
of the state-market interaction, are more valuable in generating theoretically well-founded 
and empirically valid hypotheses in IPE. 
 
(2) In a statist-politicist approach like the neo-Weberian-functionalist on autonomous and 
strong states, the bureaucratic elite’s policy and legal instruments constitute the most 
influential resource (or variable) in society and in economy. There are, in the literature on 
international economics and trade, as well as on the theory of the TNC, technology 
transfer and bargaining power relations, conceptual and empirical indications of the 
importance of the host state policy-legal system in whether TNCs choose FDI, joint 
ventures or licensing. 
 
(3) The main conclusions is that conditions of the state-society formation, under which 
the influence of the state policy-legal system may extend from the internal sphere to the 
external sphere, and internal sovereignty may translate into external sovereignty, must be 
fully taken into consideration in the study of the extent of external economic sovereignty.  
                                                 
225 See Hood and Young (1979: 8).  
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Part III                                   THE CASE STUDY 
 
Chapter 4 
The case study selection: The relevance in IPE  
The case study probes the external economic sovereignty of the nation-state, or the causal 
relationship between the most contentious issue, or variable, related to technology 
transfer (TNC or market), and the most influential resource, or variable, related to the 
host state, in the pharmaceutical industry in Egypt.  
 
In this chapter, on the rationale of the research design of the case study, I give details of 
the reasons prompting the selection of a single-country case study of an industry like the 
pharmaceutical in a developing economy in the Middle East and North Africa (MENA) 
region like Egypt. I show why the case study is methodologically relevant for the study of 
the political economy of the host state-TNCs interaction, as an attempt to test the 
opposing claims of proponents of state-withering and their state-maintaining critics on the 
state-market relations in IPE, as the aim of this dissertation. 
 
4.1 Why the pharmaceutical industry  
First of all, it is important to note that single case studies, as a type of qualitative research 
method, have frequently been used by IPE scholars to contribute to theory building, in the 
study of conflict, competition, collusion, influence, integration, disintegration and 
bargaining, which characterise the international political economy (see Odell, 2001: 169-
171). They have proven their worth in the development (and critique) of dependency 
approach (Gereffi, 1987 and Evans, 1979), liberalism (Keohane and Milner, 1996), 
international power (Krasner, 1991) and policy issues (Goldstein and Keohane, 1993). 
The information they provided has also illuminated on the interaction between host 
governments and TNCs (Moran, 1974, Stepan, 1978, and Harik, 1997). On qualitative 
methods, as Odell noted, ‘[r]esearch on world political economy relies heavily’ (2001: 
161). 
 
They, relative to quantitative, or statistical, cross-country and thematic research designs, 
were shown to enjoy several inherent advantages in: stating in very specific and set terms 
the research problem (Frankfort-Nachmias and Nachmias, 1992); clearly and precisely 
specifying both the independent and the dependent variables under investigation 
(Matveev, 2002: 59-67); achieving high levels of reliability of gathered data (Balsley, 
1970); eliminating or minimising subjectivity of judgment (Kealey & Protheroe, 1996); 
firmly following the original set of research goals, and arriving at more objective 
conclusions in determining the issues of causality and testing hypotheses (Matveev, 2002: 
59-67).  They have the advantage of being as flexible as the definition of the research 
subject, allowing more comprehensive and detailed contact with concrete instances, 
events and behaviour, and providing sharper distinctions, while stimulating more 
innovative concepts, typologies and hypotheses for the improvement of theories (Berg, 
2003). They offer stronger empirical experience, report more information and convey 
with richer evidence a fuller understanding of process and context, allowing greater 
confidence in the validity of hypotheses (Odell, 2001: 169-171). They are particularly 
 92
useful in applying to a new terrain one or more known theories, and in showing that this 
(or these) acknowledged theory(ies) can be extended to account for the particular event or 
phenomenon under investigation, which is noticeably helpful in theory building (Berg, 
2003).  
 
An industry like the pharmaceutical was chosen for the case study in this dissertation, 
since it is known for:  
 
(1) The high dependence, as the ‘most marked’ characteristic, on ‘innovative 
technological development’ (Marton, 1986: 109). It is referred to as the ‘sunrise’ industry 
(Wells, 1985: 11), where ‘perhaps above all others, scientific knowledge is an absolutely 
essential commodity’ (Baskaran and Boden, 2006:13). 226  It is, in the US, for example, 
categorised as part of the high technology sector of the economy (US DOC, 1983: 3 and 
Appendix A), with the proportion (percentage) of research expenditure to sales, the 
highest among all non-military industries (Schifrin, 1967), higher than almost any other 
industry (PhRMA, 2002-2003). Pharmaceutical expenditure on R&D in India is on 
average more than double the average for other industries (Dhar and Rao, 2002: 21). 
Pharmaceutical innovation functions are known to take long time (R&D and clinical tests 
and trials to put a new pharmaceutical product on the market usually require around 10-
12 years), are generally risky, with low success probability and high attrition rate 
(approximately out of every 5-10 thousand compounds screened only one reaches the 
market), and very costly (Corstjens, 1991).  
 
Moreover, the costs of R&D functions, including clinical trials necessary to introduce 
new medicinal compounds, have dramatically risen, from around US$ 1.50-2.00 million 
in the late 1950s to US$ 20 to 22 million in the late 1960s (Schwartzmann, 1975), 
reaching an average of more than US$ 100 million in the early 1990s (Corstjens, 
1991).227  The worldwide average expenditure on pharmaceutical R&D, as a percentage 
of total revenue, increased from around 12 per cent in the late 1980s to around 16 per 
cent in mid-1990s (Schweitzer, 1997: 21), reaching 18.50 per cent in 2002 (PhRMA, 
2002-2003). In the US, it went up from 11.90 in 1980 to 18.50 in 2000 (PhRMA, 
2000/2001), with total spending growing since 1976 at an annual rate of 7.6-9.4 per cent, 
to become US$ 5.70 - 6.60 billion in 1990 (USOTA, 1993). In India, the compound 
growth rate in R&D budgets was 6.70 per cent during the period from 1990/91 to 
1999/00 (Dhar and Rao, 2002: 21).228
                                                 
226 The targets of pharmaceutical R&D activities are the preparation of medicinal compounds through 
chemical synthesis, the extraction of phyto-pharmaceutical products from plant extracts, and the bio- 
synthesis of pharmaceuticals, using bio-technical methods. On the importance of R&D as the foundation of 
the pharmaceutical industry see Corstjens (1991), Schweitzer (1997: 5) and Dhar and Rao (2002). 
 
227 This dramatic increase is related to more rigorous government regulation of new drug approvals, which 
increased the need and cost of testing; higher depletion of the stock of usable biological knowledge; and the 
therapeutic transition from R&D for acute therapies to chronic and long term therapies, which enhanced the 
need for testing over a longer period of time (Corstjens, 1991: 147).  
 
228 R&D expenditures of the more innovative TNCs were in the early 1990s between 10 and 15 per cent of 
total sales (Corstjens, 1991). Bristol-Myers Squibb was spending in the 1990s some US$ 1.70 billion on 
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(2) The concentration of advanced innovation activities, increasingly time-consuming and 
high-cost as they are, among a small number of corporations that are enormous (Rigoni et 
al, 1985, Wells, 1985 and Jungmittag et al, 2000).229  As much as 40, 63 and 95 per cent 
of the industry’s total R&D in the US were accounted for by the four, eight and twenty 
largest corporations respectively (Walker, 1971, cited in Lall, 1980: 165). These 
‘technologically progressive concerns’ invest ‘heavily in R&D in order to foster not only 
growth but, more fundamentally, survival’ (Wells, 1985: 11), or a presence, at least, in 
the market (Rigoni et al, 1985), given the ‘high vulnerability of their products to rapid 
technological obsolescence’ (Wells, 1985: 11). Between them, competition is determined 
by product development, and the ‘key determinant’ of their ‘competitive standing in 
international markets’ is ‘research productivity or innovative capacity’ (Ballance et al, 
1992: 78).  
 
(3) The evident link between ‘technology-intensiveness and internationalization’ (Sally, 
1995:13), with pharmaceutical R&D functions in effect forming an integral part of 
corporate worldwide business plans and schemes (Corstjens, 1991). On R&D and product 
differentiation expenditures by pharmaceutical TNCs, higher returns are made through 
extensive manufacturing and marketing chains across many countries (Agrawal, 1999). 
This went along with more receptive attitudes, since the earlier phases of import 
substitution, in many developing countries, generally with weak local technological 
capabilities, towards pharmaceutical corporations (Marton, 1986: 111-2), which were 
allowed, and encouraged, to establish business operations in various forms.230 The 
pharmaceutical market became one of the ‘most internationalized’ (Lall, 1980: 161 and 
Schweitzer, 1997: 12), or ‘highly globalized’ (Jungmittag et al, 2000), the extent of 
which was also growing (Ballance et al, 1992: 2, Agrawal, 1999 and Correa, 2000). In 
the chemical sector, total FDI stock in developing countries continued to increase, from 
US$ 15,088 million in 1988 to 46,802 million in 1999 (UNCTAD, 2001: 259 and 260, 
Annex table A.II.3 and A.II.4). 231  Pharmaceutical TNCs (like all others in the chemical 
sector) scored in the mid-1990s the highest ranking in the transnationality index 
(UNCTAD, 1996: xvi).232  Of the top 5, in 2000, the average transnationality index was 
as high as 64.2 (UNCTAD, 2002: 98). GlaxoSmithKline (GSK), the second-largest 
                                                                                                                                                 
annual research worldwide (Business Today Egypt, 2000: 57-64), while the bill of Janssen-Cilag group of 
companies on R&D was US$ 2.60 billion in 1999 [http://www.janssen-cilag.com.eg]. 
 
229 Some TNCs in the chemical and pharmaceutical sector were in the end of the 1990s among the top 100 
(UNCTAD, 2000, Overview, pp. 1-11).  
 
230 Useful surveys of pharmaceutical TNCs in developing countries are found in International Market 
Research Reports of International Business Strategies (2001-2004). 
 
231 Pharmaceuticals, in addition to petrochemicals, plastics, bulk in-organic chemicals, specialty chemicals 
(paints, agro-chemicals, industrial and engineering chemicals) are all part of the chemical sector, a huge 
industry that in 1989 registered world sales of $1000 billion (Sally, 1995). The largest pharmaceutical 
companies and the largest chemical companies are, in many aspects, almost identical (see Van Tulder and 
Junne, 1988, esp. pp. 56-58). 
 
232 On the Transnationality Index, see chap. 2, page 58, footnote 66. 
  
 94
pharmaceutical TNC in the world (ranked by total sales), following a merger between 
GlaxoWellcome and SmithKline Beecham in January 2001, has over 100,000 employees, 
close to half of which (42,000 employees) at 107 manufacturing sites in 40 countries 
(GSK 2002).  
 
(4) The shift since the mid-1980s in the geographical organisation of R&D, traditionally 
located in few developed countries, from ‘local-for-local to a local-for-global stance, and 
from a centre-for-global to global-for-global stance’ (Dunning, 1988: 130). 
Pharmaceutical TNCs ‘scatter their operations’ (Ballance et al, 1992: 2), which include 
not only marketing activities, but also production and R&D that are becoming ‘spread 
throughout the world’ (Corstjens, 1991: 21-2), and moving towards internationalization 
(Jungmittag et al, 2000). R&D in the pharmaceutical sector, in comparison to other 
industries, are said to show evidence of ‘maximum amount of internationalization’ 
(Menon, 1995: 5), or becoming ‘globalised’ (Baskaran and Boden, 2006). Technical 
innovation facilities, of one kind or another, are established by TNCs in a number of 
countries (Cantwell, 1992, Casson and Singh, 1991 and Feinberg and Majumdar, 2001). 
The overseas R&D investment of TNCs from the US, for example, increased three times 
faster than did the R&D performed domestically in the period from 1985 to 1993 
(National Science Foundation, 1996, chap 4). GSK has recently expanded its R&D 
activities to China, the largest healthcare market in the world, to capture a share of 
emerging biotechnology research in relatively less developed regions (El-Shinnawy and 
Handoussa, 2004: 103). 
 
(5) The protection of the appropriation of most original R&D formula, know how and 
technological innovations by TNCs in business operations between countries through the 
international patent system (Correa, C., 2000). Patenting, for pharmaceutical TNCs, 
maximises revenue (Nogues, 1990), and patented medicines are the ‘most important 
economically’ (Chirac et al, 1999), as an important element in their ‘complex strategy’ to 
‘meet market competition’ (Nogues, 1990: 102, and Subramanian, 1995: 253). 
Pharmaceutical TNCs, particularly since the 1970s, in the course of declining profit 
margins as a result of lower R&D productivity (Nogues, 1990), sought to maintain 
exclusive rights in production, marketing and licensing of corporate-specific intangible 
resources and technological assets, with stronger IPRs legislation and patenting regime 
across countries (Eren, 2003: 4). 233
 
Historically, the protection of patent rights, while pursued between countries through the 
adoption of international agreements, was basically a prerogative of national sovereignty. 
In fact, before the issue was put on the agenda at the Uruguay Round of trade talks in 
                                                 
233 Pharmaceutical preparations, which include non-prescription or Over The Counter (OTC) products, 
obtained by consumers without a medical prescription, and prescription-only medicines, are either patented 
innovations, or off-patent generic replicas of patents and brand names, manufactured after the expiry of the 
original patent. The patent of medicinal products expires typically after eight years on the market, when 
generic competition usually appears, and prices begin to fall. Branded prescription medicines have around 
10 years before generic competition erodes their profitability (WTO, 2003). These distinctions carry 
significant implications in terms of the costs, pricing, entry barriers and competition (El-Shinnawy and 
Handoussa, 2004: 101). 
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1986, approximately forty states did not issue patents for pharmaceuticals, which led in 
some countries to a proliferation of copies of patented drugs (WTO, 1994). To abide by 
the TRIPS agreement on IPRs (which came into force on 1 January 1995, as part of the 
newly-created WTO), and amend relevant national legislation, developing countries, 
including Egypt, were given until January 2005, but were required to provide as from 
1995 ‘market exclusivity’ (the equivalent of patent protection) to medicinal and 
pharmaceutical innovations and preparations filed for patenting (WTO, 2003). However, 
virtually since it entered into force, WTO member states, and interested observers, have 
recognized that such an agreement leaves significant gaps with respect to patent 
protection and access to life-saving medicines in developing countries (and LDCs), but 
finding and agreeing on improvements to the system has proven to be a much harder 
proposition (WTO, 2003). Its provisions on the protection of pharmaceutical 
technological assets, based on standards derived from industrialised countries’ legislation, 
remain ‘highly controversial’ (ERF, MENA Trends Reports 2002: 74), or the ‘most 
controversial’ (Eren, 2003).234
 
On the possible pros and cons of stronger patent protection on investment, innovation and 
technology transfer in various countries, at different levels of development, studies in the 
field that vary in scope, assumptions and methodologies, provide scant and elusive 
evidence (La Croix and Kawaura, 1996, Lanjouw, 1997, Watal, 2000, and Correa, 2000). 
On the ‘positive links’ between level of protection of IPRs and foreign investment and 
technology acquisition, ‘conventional economic models’ reached ‘few conclusive results’ 
(Abdelgafar, 2003). Some suggest that stronger IPRs, though only a component of a 
broader set of factors, can be effective in inducing inward foreign investment (Maskus, 
1997), or that the lack of adequate protection restricts the flow of investment and 
technology (Mansfield, 1995).235  Others, also on better protection, found no grounds for 
linking it with more foreign investment (Correa, M., 1993), or even attributed to it 
negative implications for public health across the developing world, due to higher costs in 
royalty and other payments (Eren, 2003). Baskaran and Boden thought of it as the source 
for the substantial power of pharmaceutical TNCs in most developing countries (2006: 
13).236
                                                 
234 The TRIPS agreement is said to attempt to strike a balance between the long term social objective of 
providing incentives for future inventions and creation, and the short term objective of allowing people to 
use existing inventions and creations. It grants patent protection on the intellectual property rights of the 
active ingredients and production formula for 20 years from the date of filling the application. Enforcement 
of compliance with TRIPs provisions is ensured through the Vienna dispute procedures, which places the 
burden of proof on the defendant; countries failing to meet their obligations can become subjected to trade 
sanctions (WTO, 2003).   
 
235 Stronger legal protection of patents, together with the increase in corporate cross-border production and 
business alliances, larger world demand for pharmaceuticals, higher R&D costs, shorter product life cycles, 
spread of scientific and technological capacities, technical advances in data transmission, is said to have 
contributed to the noticeable geographical changes in the organization of pharmaceutical R&D (Dunning, 
1988: 123-43, Agrawal, 1999 and Correa, 2000).  
 
236 In the main Doha Declaration of November 2001, ministers stressed the importance of interpreting and 
implementing the TRIPS Agreement in a way that supports public health, by promoting both access to 
existing medicines and the creation of new medicines. They also issued a separate declaration on TRIPS 
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(6) The dominance and control of every phase of it by a few large corporations (Gereffi, 
1983: 167, Ballance et al, 1992: 2, and Jungmittag et al, 2000), mainly from the 
industrialised countries, despite some more recent achievements in the developing world 
(UNCTAD, 2002, chap. IV).237  They have a lineage that can be traced back to the 
nineteenth century, or farther, though the development of modern, standard research 
methods and production of pharmaceutical, therapeutic and medicinal compounds began 
only after WW II (Espicom Business Intelligence, 2004). These pharmaceutical TNCs are 
identifiable with a ‘unique blend of scientific knowledge, manufacturing skills and 
marketing tactics’ (Ballance et al, 1992: 2). Their cross-border industrial and commercial 
strategies, notably in relation to R&D priorities and directions, and pricing, have their 
own specific characteristics and consequences (Agrawal, 1999, and Dhar and Rao, 2002).  
 
Many pharmaceutical TNCs, more specifically, are reported to: 
(1) Have as the favourite form of entry and transfer the internal mode of direct 
investment, through the establishment of equity subsidiaries, rather than in the external 
mode of granting licences to unaffiliated companies outside home bases (Correa, 1993). 
They license patents, brand names and trade marks instead of undertaking equity 
investment, only in countries where the local industry (market) is considered too small to 
justify the setting up of affiliates, and where it is only open to indirect investment 
(UNCTC, 1984b: 186-87, and Spilker 1994, chap. 48, pp. 567-83).  
 
(2) Operate, in order to become a winner, in a worldwide-coordinated fashion and make 
adjustments, when necessary, to the local conditions, in highly competitive markets 
(Bartlett and Goshal, 1989, and Abraham, 1995).238  Pharmaceutical markets though 
varied and diverse across different countries (Ballance et al, 1992: 2), are mostly 
characterized by large R&D budgets and heavy promotional expenditures for brands, and 
economies of scale (by the importance of capital and patented technology in product 
differentiation), which lead to the erection and maintenance of barriers to entry (UNCTC, 
1984b: 186).239   
 
                                                                                                                                                 
and public health, designed to respond to concerns about the possible implications of the TRIPS Agreement 
for access to medicines. Paragraph 6 of this declaration dealt with some unfinished business - how to help 
poorer countries unable to make medicines domestically, have access to cheaper generics made under 
compulsory licensing (WTO, 2001, Doha Declaration, par. 6). 
 
237 In 1996/1997, of the top ten in R&D expenditures five were US-based, four were European, one was a 
US-Sweden combination; of the top twenty in sales nine were US-based, eight were from Europe and two 
from Japan (Agrawal, 1999). 
 
238 Of total sales of large American TNCs, between 40 and 50 per cent comes from abroad (Corstjens, 
1991: 22).  
 
239 In 1998, about 50 TNCs accounted for more than two thirds of the world’s production and exports each 
year; the total sales of the top 10 TNCs were US$ 130 billion or 40 per cent of the global production 
(Balasubramaniam, 1999). With annual sales of US$ 27.2 billion, GSK captured in 2000 a share of seven 
per cent of world pharmaceutical market (Oxfam, 2001). 
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(3) Hold notable technological advantages over domestic firms and seize large market 
shares of important medicines in most developing countries (Ballance et el, 1992: 161). 
TNCs subsidiaries, at the end of 1970s, in Brazil, Mexico and Argentina, for example, 
were producing 78, 72 and 53 per cent of the local needs respectively; they, even in a 
pharmaceutical market like of India - where strong foreign involvement has traditionally 
been discouraged - accounted in the year 1980/81 for 22 per cent of the production of 
bulk drugs, and 42 per cent of the manufacturing of formulations (UNCTC, 1984b: 186). 
The market share (percentage) of the pharmaceutical affiliates in the early 1990s in 
Colombia was as high as 82 in 1985,240 and around three quarters, or more, of the 
Brazilian, and nearly 45 per cent of the Argentinean (Correa, 1993). In Tunisia, a MENA 
country, at the end of 2000, nearly 56 per cent of the local market was supplied by 
imports, and foreign subsidiaries were in full control of the business for some of the most 
selling products.241   
 
(4) Make huge profits (Ballance et al, 1992), as they ‘effectively control’ the ‘global 
trade in pharmaceuticals’ (Baskaran and Boden, 2006: 13), in an enormous market of 8-
10 per cent per annum growth rate, with worldwide sales going up from US$ 127 billion 
in 1987 to US$ 185.5 billion in 1998, reaching US$ 264 billion in mid-2002 (IMS Health, 
2002).242  World exports registered an annual growth rate of 14.5 per cent in the period of 
1985-2000 (UNCTAD, 2002: 147). World consumption, on per capita basis, rose from 
US$ 17 in 1975 to US$ 29 in 1990 (Ballance et al, 1992: 3). More over, a rapid market 
growth in the coming years is expected to be fuelled by demographic changes, notably 
the expansion of the 65+ age group, mostly in developed countries (IMS Health, 2002). 
This could explain why many pharmaceutical TNCs are known to be ‘extremely 
secretive,’ and the ‘amount of information available on the industry is limited’ (Ballance 
et al, 1992: 2-3).   
 
(5) Undertake, according to some sources, ‘unscrupulous practices’ (Rubenstein, 1998: 
1487), or abusive strategies (Silverman et al., 1986 and 1992), for which they have been 
considerably ‘reviled’ (Schweitzer, 1997), and severely criticised (Baskaran and Boden, 
2006: 13), even if praised as a leader in high technology innovation, increasing longevity 
and improving quality of life (Schweitzer, 1997). Their marketing practices in the 
developing world came to fore as unethical and misleading, with great efforts made to 
document, monitor and limit, notably in relation to the alleged distribution of products 
already removed from Western markets owing to unacceptably high health risks 
(Silverman, 1976, and Silverman et al., 1982 and 1992). The ‘global’ corporations are 
also said to ‘effectively deploy’ various arguments concerning the highly speculative, 
                                                 
240 For estimates of involvement of pharmaceutical TNCs (number of foreign owned subsidiaries and 
percentage market share of subsidiaries) in a number of developing countries, various years, see Ballance et 
al (1992, table 3.7, p. 76). 
 
241 http://www.dpm.tn  (accessed in October 2003) 
 
242 London-based IMS Health is the world’s leading provider of pharmaceutical information, insights and 
solutions to the pharmaceutical and healthcare industries in more than 100 countries with nearly 50 years of 
experience (http://www.imshealth.com) 
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costly nature of pharmaceutical innovation ‘in support of their pricing policies in 
situations where these factors are not significant,’ which ‘serves to artificially escalate the 
price of new drugs’ (Baskaran and Boden, 2006: 13). There are reports on their ‘market 
segmentation’ pricing policies, and ‘fixing the price of their drugs at different levels in 
different countries, irrespective of actual production costs’ (Baskaran and Boden, 2006: 
13). They are seen as having as major concern higher corporate profitability, market share 
and financial stability, not social justice, unprepared to consider their life-saving 
medicines as equal to ‘primary social goods,’ ought to be afforded to every person, and 
refusing to fairly distribute them at a reasonable cost in poor societies (Spinello, 1992).243  
 
(6) Exert on governments in many HDCs persevering pressure to provide stronger patent 
protection (La Croix and Kawaura, 1996, Lanjouw, 1997 and Watal, 2000). The US 
Office of Trade Representative (USTR) maintains a ‘watch list’ and a ‘priority watch list’ 
of its trading partners whose IPR protection is regarded as inadequate and ineffective in 
terms of the requirements of the TRIPS agreement.244  Corporate-specific pharmaceutical 
innovations were for decades in most developing economies expressly excluded from 
national patent legislation, or their legal protection weakened or abolished (Chirac et al, 
1999 and Eren, 2003: 4). The weak patent protection, or non-patentability, has been 
beneficial to developing countries, where in most the pharmaceutical sector takes up 
between 25 and 66 per cent of meagre national budgets of health-care (WHO, 2002). The 
importation at much lower prices of (costly) pharmaceutical patents from other non-
patented sources, and the manufacturing of generics - significantly lower production 
costs, and increase profit margins for local producers by sparing the payment of royalties, 
around 7-10 per cent of sales, to the foreign patent holders (Hamid, 1997, and Business 
Egypt Today, 2000: 57-64) 245  - helped to foster domestic pharmaceutical industries, 
promote local production, compete with foreign subsidiaries and provide cheaper 
medicines to large, low-income populations (Chudnovsky, 1979: 52 and 1983: 188, and 
Chaudhuri, 1999: 11). 
 
(7) Produce most medicinal and pharmaceutical preparations that are life-saving, 
eradicate fatal diseases and alter mortality patterns (Ballance et al, 1992), which have a 
‘definite social welfare value’ (Harik, 1997, 53), considerably greater than that of most 
other commodities (Corstjens, 1991, and Ballance et al, 1992: 160-1). This puts the 
operation of pharmaceutical markets in most developing countries in a special category, 
in a sensitive area, for financers, producers, influencers, prescribes and consumers 
(Corstjens, 1991 and Ballance et al, 1992: 160-1), in an environment noticeably 
politicized, often under the scrutiny of the host government (Gereffi, 1983: 167), which 
                                                 
243 Spinello proposes that pharmaceutical TNCs adopt a ‘Rawlsian theory of distributive justice,’ which is 
especially germane since it underlines the material benefits everyone deserves as Kantian persons and the 
need for an egalitarian approach for the distribution of society's essential commodities such as health care; 
this concern for distributive justice should be a critical factor in the equation of variables used to set prices 
for pharmaceuticals (Spinello, 1992).  
 
244 http://www.phrma.org  (accessed in December 2002) 
 
245 Prices of generic products are on average one-third of brand (patented) products (IMS Health, 2002). 
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essentially aims to reach its objectives and pursue its own policy in relation to foreign 
investment (Schweitzer, 1997: 14).246   
 
(8) Face in most HDCs demands for the benefits of acquiring the best medicines at the 
lowest prices, of ending monopolistic elements in pricing of brand name products, of 
establishing local manufacturing with less costs, and of securing adequate and 
appropriate information on new preparations and results of research (Lall, 1980: 186). 
They encounter from host states attempts to replace imports, reduce expenditures in 
foreign currencies, supply local markets at the lowest prices, as well as guarantee 
autonomy in a domain considered strategic (Chirac et al, 1999). They deal with national 
decision- and policy-makers who seek to exercise an important role, as contributor and 
regulator in the local pharmaceutical market, primarily in relation to the introduction of 
new products, pricing, trade, and patents and trademarks (Corstjens, 1991:166). It seems 
that the pharmaceutical market is clearly different from most other markets for other 
commodities, and the relationship between pharmaceutical TNCs and host governments 
in most developing countries is conflictual, on a number of contentious issues (Lall, 
1974, Gereffi, 1983 and Subramanian, 1995),247  notably on foreign versus domestic 
ownership, patent protection, pricing and market share (Ballance et al, 1992: 160-1),  
 
The pharmaceutical sector, as the preceding analysis shows, is considerably dependent on 
high-cost R&D, in a highly internationalised or globalised market. Terms and conditions 
of the transfer of pharmaceutical technical innovations are of a critical importance for 
both producers (TNCs) and consumers (HDCs), on which their respective objectives (and 
logics) clearly diverge. The pharmaceutical industry in most poor, technology-importing 
economies is under the control of a few large and powerful TNCs, which appear in a 
strong, more advantageous position in comparison to the host state. 
 
4.2 Why Egypt?  
In Egypt, in many research areas, researchers usually encounter a number of difficulties, 
and the ‘acquisition of precise information and data,’ as the publisher of a study on 
Egypt’s economic reforms has remarked, remain ‘a challenging task because of the hush-
up practice and secrecy surrounding details of the economic situation, which are 
considered matters of national security’ (Shuheyeb, 1979: back cover). No information, 
for instance, is available on several aspects of an enormous part of the Egyptian economy 
under the control of the military, well-known for the ‘opacity’ surrounding its 
commercial and financial operations, and the ‘lack of transparency and real and accurate 
cost accounting,’ which also provide for its noteworthy strength in the country;248 the 
World Bank, which gathers data on various facets of the Egyptian economy, ‘reports 
nothing’ about the military economy in Egypt, though one of its economists, in a 
                                                 
246 On the politics of the pharmaceutical sector see Lang (1974) and Abraham (1995).  
 
247 A summary of the main differences between pharmaceutical products and other consumer and industrial 
goods is given by Corstjens (1992, table 1.1, page 11). 
 
248 Annual Industrial Output Statistics, various issues. 
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presentation to a US government audience in 1998, speculated that the military controls 
as much as ‘one-half of manufacturing industry’ (see Henry and Springborg, 2001: 150-
52). In Egypt, ‘another area in which information is also scant’ is the productivity of 
public and private enterprises, where ‘simple profitability data’ are ‘lacking or difficult to 
obtain,’ for ‘understandable survivalist political reasons’ (Ayubi, 1997: 158). There is 
also the privatisation programme, as a former Minister of planning in Egypt complained, 
a ‘lack of accurate data’ on, which make the ‘task of assessing it thus far difficult.’249 
Egyptian officials also not uncommonly juggle with economic figures, depending on 
what they wish to emphasize - an act made possible by the multiple exchange rates - and 
hence the exact amount of medicine subsidy, for example, may never be known (Harik, 
1997).  
 
Nevertheless, Egypt as a case study for the assessment of the external economic 
sovereignty, as the purpose of this dissertation, is highly relevant in methodological 
terms: First, Egypt, with its large internal market (by developing countries standard), has 
long been an attractive investment location for most large pharmaceutical TNCs 
(UNCTAD World Investment Report, various editions). Secondly, in Egypt, between 
pharmaceutical TNCs and the host state, as the Business Monitor International in its 
Egypt Pharmaceutical Survey confirmed, exists a ‘considerable friction’ (2004: 5). There, 
a major cause of friction is the IPRs and patenting, where the implementation of the 
TRIPS agreement, which gives benefits to the TNCs, is seen as a threat for local 
companies, as was reported by the American Chamber of Commerce in Cairo, in its 
SWOT survey, (al Ahram Weekly, 28.08.2003). Stronger patent protection, explained an 
Egyptian analyst, forms from local producers and consumers to foreign titleholders a 
‘rent transfer mechanism’ (Abdelgafar, 2003).250
 
The third methodological consideration, which is an additional reason, in the context of 
this study, why a focus on the pharmaceutical sector in Egypt is warranted, is that the 
political economy of the pharmaceutical industry in Egypt seems paradoxical in the light 
of the theoretical claim and central thesis of the dissertation. In Egypt, arguably, in the 
face of the pressure placed upon it by pharmaceutical TNCs, the government would not 
be in a position to uphold its economic policy autonomy, or economic sovereignty. 
Egypt, a poor, heavily populated developing country, is representative of a class of 
countries where seem applicable, without reserve, state-withering ideas and arguments. 
Such countries, in particular, in state-withering hypotheses, would be (and are) an easy 
prey for the forces of multinationalisation, internationalisation, transnationalisation, or 
globalisation, represented by multinational, international, transnational or global capital. 
They, goes the state-withering assumption, have least capacity to ward-off the pressure 
                                                 
249 http://www.arabnews.com  (accessed in November 2004) 
 
250 Egypt, a member of GATT and a participant in the 1994 Uruguay Round of world trade talks, joined 
WTO in June 1995, becoming a signatory to the TRIPS agreement, which was incorporated into Egyptian 
law in the same year (CAPMAS, 2002). The government, which was aware of the large risk represented in 
providing patent protection for pharmaceutical products, requested an additional five years over the regular 
period given to developing countries, benefiting from the additional grace period set forth in the TRIPS 
agreement. It was allowed until January 2005 to comply with TRIPS provisions in the pharmaceutical 
sector (Balat and Loutfi, 2004). 
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from the TNCs, and therefore tend to suffer most in terms of the infringements made on 
their economic sovereignty. 
 
But why is that? The answer lies in the fact that Egypt is among the cases in which the 
government has acquired extensive experience of dealing with foreign investment in the 
pharmaceutical sector. However, the nature of the bargaining relationship in R&D-
intensive, high value-added production, such as pharmaceuticals, is fundamentally 
distinct from that in raw materials or agricultural sectors (often the ‘normal case’ for 
many developing countries). The bargaining situation between host governments and 
TNCs, a function of multiple factors as it is, as discussed by Stopford and Strange (1991), 
varies across time, in different countries and economic and industrial sectors.  
 
Presumably, in Egypt, in industrial sectors like the pharmaceutical, in the era of 
globalisation, privatisation and liberalisation, TNCs posses a clear bargaining advantage 
over the host government. This, in turn, is related to the demographic and economic 
characteristics of Egypt, together with the policy choices of the government in Egypt. The 
country generally lacks the human capital and innovative capacity, as well as the 
financial resources, to invest heavily into the pharmaceutical sector. For this reason, it 
becomes, it is expected, heavily dependent on foreign capital and technology, forced to 
open up its economy and subject it to the contemporary challenges and vagaries 
associated with what is labelled as globalisation. Furthermore, in Egypt, political leaders 
have during the past three decades pursued what has widely been dubbed as the Open 
Door Policy (ODP) or Infitah [opening in Arabic], in an attempt to attract much-needed 
foreign investment, and to achieve greater integration with the world economy (these 
elements are dealt with in the remainder of this section, in points 1- 4 below). 
 
The fourth methodological relevance of Egypt is that it is a good case in point to show 
that the government bureaucracy, which had historically played a central role in the 
country’s economy, has maintained - despite the opening up to foreign capital since the 
Infitah - its position vis-à-vis market forces, including foreign ones; to demonstrate that it 
has managed to sustain its hold on the economy, and acquire important concessions from 
TNCs, exhibiting continuity in strength, autonomy, sovereignty or relevance; to lend 
support to my claim that Egypt is a case that is ‘deviant’ from of the state-withering 
prediction, explicable in this study in terms of historical state-society relations and the 
nature of the political economy of what is here called the ‘Islamic-Arabic State,’ of which 
Egypt is one of the main representative (this part is discussed in detail in section 4.3 
below). 
 
The surveys I conducted, through interviews I made in Egypt, during the periods from 
mid-December 1999 to early April 2000, and from mid-January to mid-March 2005, with 
14 managers of local private pharmaceutical firms, and 10 representatives of foreign 
pharmaceutical affiliates and scientific offices confirmed that pharmaceutical TNCs are 
interested in the establishment of subsidiaries, through FDI, and the protection of market 
position, and firm-specific technological advantages. It was also possible to acquire 
information that the Egyptian government, on its part, ‘requires foreign companies to 
license the manufacture and sale of imported drugs to local companies’ (PhRMA, 2002-
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2003). It major aim, as Harik remarked, is to make the pharmaceutical industry as ‘an 
example’ of the country’s ‘drive to attain self sufficiency’ (1997: 53). It has frequently 
regarded the upgrading of the national pharmaceutical industry as critical to its ability to 
provide quality healthcare to the population (Balat and Loutfi, 2004), and gave priority to 
supporting locally-financed enterprises, unlike other developing countries, such as 
Morocco and Brazil, which opened their doors to TNCs since the 1950s (Chirac et al, 
1999). For the government, the acquisition of foreign know-how and the promotion of 
local production, for the provision of large quantities of inexpensive medicaments, has 
always been an important objective (Hamid, 1997), in a country where medicinal and 
therapeutic preparations have traditionally been of particular political importance, due to 
the internal social and economic conditions (Balat and Loutfi, 2004).251  However, in 
Egypt, the host state in its negotiation and bargaining with pharmaceutical TNCs, as 
outlined earlier, is apparently in a weak and disadvantageous position, considering that: 
 
(1) The economy has long been characterised by a factor-mix of scarce capital (and 
abundant labour), with persistent trade imbalances and large saving/investment gaps, and 
the dependence as far back as the nineteenth century on foreign capital for the 
development of industry (Metz, 1990, CIA World Factbook, 2000). The negative Balance 
of Trade in the first half of 2000, for example, was as high as $US 6,513 million 
(Ministry of Foreign Trade, Quarterly Economic Digest, April-June 2001). Egypt, the 
most populous country of the MENA (Encyclopedia Britannica Online),252  has the 
highest birth rate in the Arab world, and a high level of unemployment (Balat and Loutfi, 
2004), which is, due to persistent surplus of labour, a ‘living reality’ (Fawzy, 2002: 3).253  
It has a ‘large mass of poor people’ (Miles et al, 2004), with per capita GNI in 2005 
estimated by the UN at no more than US$ 1411.254   
 
                                                 
251 The annual population growth rate was during the 1960, 1970s and 1980s as high as 2.9 percent, 
remaining at 1.78 percent in 2005 (CIA World Factbook, various editions). The high population growth 
remained as one of the major problems in Egypt (World Bank, 1994). It has negative effects on the 
development efforts and the ‘kind of life the Egyptians live,’ concluded the ruling Party’s First Annual 
Convention in 2003 (NDP, 2003: 7). In 2002, per capita GDP was estimated at $ 1, 470 (International 
Business Strategies, 2004). 
 
252 www.britannica.com 
 
253 The increase in labour supply (with annual growth rate of 2.60 - 2.70 per cent, outpacing that of the 
population) remained beyond the capacity of productive sectors to absorb labour market’s new entrants 
(Sleiman, 1996: 19-20). The 600,000 jobs that become annually available are notably less than the 833,000 
new jobs needed for first-time entrants and the long-term unemployed, which leaves many reaching 
employment age each year without employment, showed a study by the International Labour Organisation 
(ILO) in 2001 (al Ahram Weekly, 23.10.2003). There is a known controversy regarding the size of 
unemployment in Egypt (Fawzy, 2002), with private sources finding official figures to bear little relation to 
reality (EIU, 30.07.2004). If anything, experts argue, government figures are only estimates, as gathering 
accurate statistics is impossible without a proper polling system (al Ahram Weekly, 23.10.2003). Unofficial 
sources put unemployment rate in the 15-25 per cent range (USEIA, 2004), even as high as 25-30 per cent 
(EIU, 30.07.2004). 
 
254 United Nations Demographic Yearbooks. http://unstats.un.org  (accessed in June 2006) 
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(2) In Egypt, as early as the early1960s, giant pharmaceutical TNCs like Pfizer, Hoechst 
and Novartis established subsidiaries, manufacturing mostly for the local market demands 
(Business Monitor International, 2004: 4). More market-seeking TNCs, mostly from 
Western Europe and the US, showed more interest in entering the Egyptian 
pharmaceutical sector along with the liberalisation and privatisation programmes (BSAC, 
2001). TNCs from the US hold a high share in investment, production and imports of 
pharmaceutical products in Egypt (Business Monitor International, 2004). There are 9 
TNCs subsidiaries, and 28 domestic, 11 pubic and 17 private, engaged in production, in 
addition to a large number of representative and agents companies, primarily involved in 
importation of finished products (National Planning Institute, 2003).255   
 
For the foreign subsidiaries, technological assets are one of the ‘most important resources 
of success’ in ‘securing a niche in the Egyptian market,’ concluded a survey on FDI in 
Egypt (Louis et al, 2004: 71). They are in control of the market for nearly all of patented 
medicines in Egypt (Business Today Egypt, 2000: 57-64 and USDOC, 2002). They 
acquire the necessary managerial and technical know-how, in addition to the bulk of raw 
materials, from the parent corporation (al Ahram Weekly, 28.08.2003), for their under-
licence production (Subramanian and Abd-El-Latif, 1997, and El-Shinnawy and 
Handoussa, 2004). Pharmaceutical TNCs have in Egypt other sources of strength, which 
were identified by a local pharmaceutical expert as the ‘ability to penetrate the market, 
higher productivity, modern production equipment, lower R&D costs with a relative price 
advantage over the Egyptian companies’ (al Ahram Weekly, 28.08. 2003).  
 
On the hand, the host state in Egypt, like in most other developing economies, has the 
limitations of fragmented public health care system, weak consumers’ purchasing power 
and shortage of advanced research skills (Ballance et al, 1992: 2), in a domestic 
pharmaceutical market that relies on external sources for modern technical knowledge 
(Business Egypt Today, 2000: 57-64).  
 
(3) The  Egyptian government, itself, since the mid-1970s, in President Sadat’s era, has 
proclaimed the embracement of so called ODP (or Infitah), with the aim of making a 
transition to a free market and integrating into the world economy Egypt’s centrally-
planned, public-sector dominated and inward-directed economy (Mursi, 1976, Cooper, 
1982, and Owen, 2004: 115-16). 
 
The government in Egypt, in its modern history, generally beginning with the reign of 
Muhammad Ali, the Ottoman viceroy, in 1805, has witnessed independence with political 
power in the hands of local leaders, who made serious attempts to make progress, as well 
as long cycles of overall domination by foreign powers, with general stagnation or 
decline; the past two centuries in Egypt can in political economy contextual terms be 
divided into three distinct chronological phases: the first phase covers the period of 1805 
to 1845; the second spans the years from 1845 to Nasser’s revolution in 1952; and the 
third, which is an ongoing, starts from 1952. During the first phase, a crucial period in the 
                                                 
255 Considering the state of privatisation, most companies, according to the Egypt Business Today, can be 
regarded as ‘public-sector owned, whether directly or indirectly’ (2005). 
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conversion of the local economic system from Eastern to capitalist (Saa’d, 1981: 231),256 
Muhammad Ali ‘resolved to catch up with Europe’ (Barbour, 1972: 4), and ‘embarked on 
the transformation of the Egyptian economy,’ by ‘expanding agriculture which 
constituted the major source of the country’s economic strength, while at the same time 
introducing large-scale industry,’ becoming the ‘first ruler in Islamic lands to undertake 
massive economic development’ (Aa’qil, 1996: 9-14). His objective was not only to 
‘increase trade and commercial capacity’ by ‘revolutionizing agricultural methods’ and 
‘establishing manufacturing industries,’ but also to ‘increase tax revenue and to ensure 
potential economic independence of his state’ (Vatikiotis, 1985: 53). 257   
 
In the second phase, the century long interval between the first and the third phases, the 
state was dependent on the European powers as the ‘mechanism which provided credit’ 
(Hunter, 2000: 147),258  and its policy was ‘marked by the acceptance of private 
capitalism and free enterprise’ (Barbour, 1972: 53). The state, particularly at the turn of 
the twentieth century, enforced no protective tariffs (until the 1930s), or barriers to 
foreign investment in an open economy, in which trade, business, finance and industry 
were overwhelmingly in foreign hands, with more than 90 per cent of the paid-up capital 
of joint stock companies in 1914 held by British, French and Belgian interests 
(Handoussa, 1994: 10). Its liberal policies left the domestic economy as part of the world 
economy as  a mere primary exporter of raw cotton that accounted for nearly 80 per cent 
of total exports until 1950 (Owen, 1981). Financially, it built-up a ‘huge debt’ and 
‘administrative salaries went unpaid, layoffs occurred, and heavy taxes were laid upon 
the Egyptian people’ (Hunter, 2000: 147). Economic growth became unsustainable, per 
capita GDP (about US$ 50), which had been higher than Japan’s until 1913, registered 
negligible growth, and the standard of living, particularly of the rural population, showed 
an absolute decline along with the 1930s Great Depression, and privation and hardship of 
WW II (Issawy, 1990 and Mead, 1967). The state abandoned society, economy, 
infrastructure and education in a general neglect (Hunter, 1984 and 2000). 
 
During the third phase, from the revolution led by Nasser, the charismatic President in 
1952, onwards, the state has shown conversions in political ideology, and economic and 
                                                 
256 The ‘Eastern’ economic system, common before the 19th century in many MENA countries, including 
Egypt, is based on an ‘Asiatic’ production model, which, unlike the capitalist model, does not include 
individualistic production relations. See, on the main differences between the Eastern and capitalist systems 
Saa’d (1981, chap. 1, pp. 9-35). 
 
257 On Egypt’s early industrialization in Egypt, during the time of Muhammad Ali, see Barbour (1972: 35-
44). On Muhammad Ali’s reforms see, for example, Marlowe (1975). For a detailed analysis of this period 
of Egypt’s history see also Hunter (1984), and Saa’d (1981, chap. 6, pp. 230-313). 
 
258 For a general introduction to the transition from Egypt of Muhammad Ali to that of the British 
Occupation see Elgood (1928). On the social and economic changes in this period see also Barbour (1972, 
chap. 4, pp. 53-70), Saa’d (1981, chap. 7, pp. 315-351), Tignor (1984) and Hunter (2000). On some details 
of the financial situation see Landes (1958). On the economic problems of the country in the period 
preceding WW II, a standard work has been Crouchley (1938).  
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trade orientation (Owen, 1981, and Richards and Waterbury, 1990).259  Its political 
alliance, on the international front, shifted from the West to the East in the 1950s and 
1960s, and then back to the West since the mid-1970s (Abdelkhaleq, 1981), and its 
foreign trade was geographically redirected.260 Merchandise exports to the (then) Eastern 
Bloc fell as a percentage of total exports from 38 per cent in 1965 to not more than 7 per 
cent in 1985, while the respective percentage in the direction of OECD countries rose 
from 28 per cent to 53 per cent (World Bank, 1987: 226). In Egypt’s total external trade 
in the first half of 2001, the shares (per cent) of Western Europe and North America were 
34 and 9 respectively, while that of Eastern Europe stood at 5 (Ministry of Foreign Trade, 
Quarterly Economic Digest, April-June 2002). 
 
Nasser’s ‘populist authoritarian regime’ (Zaki, 1999: 80), which forged ‘close links with 
the socialist states of Eastern Europe, especially with the U.S.S.R.’ (Barbour, 1972: 70), 
adopted a self-reliant development model that also ended experimentation with 
dependence on foreign, or local, capital (Shuheyeb, 1979:17).261  It sought to play a 
leading role not only in the restoration of the political order, but also in the modernisation 
of the economy, infrastructure, agriculture, industry and armed forces (Abdelfadil, 1975). 
It had, in a state-led economy, budget allocation and an elaborate welfare system 
(Cooper, 1982, and Owen, 2004: 115-16), as an important objective a more equitable 
distribution of income among a steadily growing population (Abdelfadil, 1980),262  and a 
narrower elite-mass social and economic differences in a new social order (Shuheyeb, 
1979: 287).  
 
Nasser’s socialist government targeted the influential, feudal and capitalist classes, at the 
top of the social ladder, seen as exploiting farmers, workers and members of the middle 
class (Shuheyeb, 1979: 287). It subjected ‘native capitalists’ in Egypt to ‘expropriations,’ 
                                                 
259 Egypt, a province of the Ottoman Empire since the sixteenth century, taken under British control in 1882 
and officially declared a protectorate in 1914, was granted titular independence in 1922, but Britain kept 
until 1956 a sizable military presence, predominantly around the Suez Canal. British colonial rule 
effectively ended when In July 23, 1952, a group of Egyptian army officers, commonly referred to as the 
‘Free Officers,’ of the rank of colonel or below led by Lt-Col. (later Col.) Gamal Abd an-Nasir (Nasser) 
seized power and toppled the largely unpopular monarchical regime of King Farouk (Faruq), ending the era 
of Muhammad Ali’s descendents rule. In September 1952, Gen. Muhammad Naguib, a senior officer, was 
appointed Prime Minister and Military Governor, with Nasser as Deputy Prime Minister. The Monarchy 
was abolished on 18 June 1953 and the Republic of Egypt was proclaimed, with Naguib as President and 
Prime Minister. In April 1954, President Naguib was succeeded, as Prime Minister, by Nasser. Following 
Nasser’s death in September 1970, Col. Anwar Sadat, hitherto the vice-president, became the president of 
the republic. In September 1971, a new constitution took effect. Since October 1981, following the 
assassination of President Sadat by members of Islamic Jihad (a group of militant Islamists), the Vice-
President, Lt-Gen. Hosni Mubarak (a former Commander-in-Chief of the Air Force), has been the President 
of the Republic (Asharq al Awsat Weekly, Europa World Yearbook and CIA World Factbook, various 
editions).  On the revolution in Egypt, see, for example, El Barawy (1952) and Abdelmalek (1962). 
 
260 Monthly Economic Digest and Quarterly Economic Digest, Ministry of Foreign Trade, various issues. 
 
261 Egypt’s development model was generic, common in many Third World countries (Harik, 1997).  
 
262 On income redistribution plans see contributions in Abdelkhaleq and Tignor (eds.) (1982). 
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while foreigners and other ‘Egyptianized minorities,’ like Syro-Lebanese, Jews, Greeks 
and Italians were ‘forced into exile’ (Henry and Springborg, 2001: 137), with ‘massive 
nationalization’ (Barbour, 1972: 70). Following socialist decrees of July 1961, at peak in 
1963, it nationalised most large-scale industries, banking, insurance, trade, utilities, 
marine transport, airlines, hotels, department stores, desert reclamation projects, and all 
joint stock companies, local and foreign (Mabro, 1974), and became in the traditionally 
privately-owned agricultural sector in charge of cropping, procurement and pricing 
(Abdelfadil, 1975 and UNCTAD, 1999b: 5). It effectively eliminated, with its 
‘Egyptianization’ of businesses, banning of franchising and financial agency by local 
citizens, and holding monopoly of external trade and commerce, all direct contacts 
between local (private) and international capital (Shuheyeb, 1979: 17).263  It put the 
pharmaceutical industry - dominated since its foundation in 1939 by private firms - under 
the direction of the Egyptian Public Drug Corporation (EPDC), which imposed heavy 
regulatory constraints (BSAC, 2001).264
 
Nasser’s government managed through its economic policy to bring about during the first 
national development plan of 1960-1965 a 3.6 per cent rise in average income per capita 
(Shuheyeb, 1979: 18). It was however forced to deal with the problem of a population 
rapidly increasing from shortage to surplus that created visible constraints on available 
water resources, cultivable land, ecological balance, and social and economic 
development (Handoussa, 1994: 10). It had also to face the consequences of the 
disastrous Arab-Israeli War of 1967, declining foreign investment, sluggish bureaucratic 
structures,265  and ‘socio-political and economic institutional constraints’ (Zaki, 1999: 
80). The government encountered, as one of the most pressing challenges, the alleviation 
of poverty and raising living standard, and turning the vast pool of human resources from 
burden to mainstay of growth (Handoussa, 1994: 10). 266  With persistent trade 
imbalances, large resource gaps, stagnant productivity in the (overwhelmingly public) 
industrial sector, limited increase in agricultural output and higher food imports (Cooper, 
1982),267  its national development programmes were undermined,268 in what some 
identified as an ‘economic crisis’ (Oweiss, 1990 and Zaki, 1999: 80). The government 
had to resort to foreign borrowings, and the external debt multiplied in the period before 
the death of Nasser in 1970 by a factor of five (Zaki, 1999: 73).  
 
                                                 
263 On Nasser’s economic and industrial reforms see Barbour (1972: 70-76). 
 
264 The EPDC was after the Infitah replaced by the Pharmaceutical Supreme Council, before the setting up 
of the HCP and the DPPC, following the endorsement of Public Enterprise Law 203 in 1991 (Hassan, 1997 
and CIBC, 1999). 
 
265 http://www.arab.net/egypt/business  (accessed in  October 2003) 
 
266 A review of diplomatic, political and economic record of the country since 1800 is found in Vatikiotis 
(1985) and Goldschmidt (1988). 
 
267 See also Rivlin (1985), Hinnebusch (1985) and Shuheyeb (1979). 
 
268 http://www.arab.net/egypt/business  (accessed in  October 2003) 
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However, in Egypt, during the mid-1960s, before the June 1967 War with Israel,  
emerged cautious and tentative calls for more liberal policies, which along with the 
resurgence of bourgeoisie and capitalist forces, in the aftermath of the defeat in the War, 
became louder and less ambiguous (Shuheyeb, 1979: 16). The country was also under 
certain pressure from Arab conservative states’ rulers, worried with a possible diffusion 
of Egypt’s self-reliant, nationalistic development ideology to their countries, from the 
US, which declined to supply the country with much needed wheat in the mid-1960s, and 
from the World Bank and IMF, which refused to grant Egypt necessary loan facilities 
(Shuheyeb, 1979: 21). Besides, there were, during the 1970s oil boom, prospects of 
higher revenue from direct oil sales, increased foreign investment from the oil-exporting 
Arab Gulf states and more remittances from a large number of Egyptian workers in these 
countries.269  The larger context, according to some, was one of ‘intensified 
globalization,’ in which the whole MENA region was forced to respond to powerful 
global forces, at work since the 1970s, stronger after the end of the Cold War, by 
‘encouraging greater openness, greater speed of communication and greater commercial 
competition’ (Owen, 2004: 91). Others refer to the ‘economic crisis,’ which the 
government had to ‘extricate itself from’ (Zaki, 1999: 80). 
 
Sadat, President of Egypt after the death of Nasser, officially announced in ‘October 
Working Paper’ of April 1974 the start of the Infitah (al Ahram al Iqtisadi, various 
editions), as a process of ‘de-Nasserization,’ or ‘reversing’ the revolutionary policies of 
the predecessor President (Munson, 1988: 78). The aim, according to the Ministry of 
Economy in Cairo, was to bring about ‘significant changes away from state management 
and control towards greater reliance on market mechanism and the private sector,’ and to 
gradually confine the government role to the ‘supporting of a stable market mechanism’ 
(1999a: 31-35). It was reported as ‘a shift from away from socialism and dependence on 
the Soviet Union toward free enterprise and dependence on the United States’ (Munson, 
1988: 78). 270
 
Under Mubarak, the present President, in office since 1981, the government continued 
with the ‘new philosophy of economic management,’ which according to official reports 
‘relies on the private sector as the main engine of activity,’ and is one that makes of the 
bureaucracy the ‘mediator of economic growth, the partner of private sector development 
and the vehicle of greater technological progress’ (Ministry of Economy, 1999a: 10).271 
It is, announces GAFI, based on ‘fostering closer economic links worldwide’ and 
‘attracting foreign direct investment.’272  It is, states the Ministry of Economy in Cairo, 
                                                 
269 See Waterbury (1983), Richards and Waterbury (1997), and Sullivan (1999).  
 
270  On economic policy changes in Egypt see Radhi (ed.) (1996: 7-18). See, for a useful discussion of the 
economics and politics of transition to an open market economy Egypt, Weiss and Wurzel (1998). 
 
271 Following a cabinet reshuffle in 2001, the Ministry of Economy was renamed as the Ministry of Foreign 
Trade. 
 
272 GAFI is a government entity responsible for the regulation and organization of investment in Egypt. 
http://www.gafinet.net  (accessed in February 2002) 
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‘drafted in consultation with the private sector and in harmony with its interests,’ and its 
implementation, ‘in a very large measure,’ takes into consideration, the ‘advise of 
business groups’ (1999a: 10). The government, which signed the Economic Reform & 
Structural Adjustment Programme (ERSAP) with the IMF and World Bank in 1991, and 
the Liberalization of Financial Services Agreement in 1997,273 ‘embarked on a 
fundamental restructuring of its economy,’ setting up the ‘parameters of its integration in 
the global economy,’ as announced by Mubarak on the occasion of the G-15 meeting in 
Cairo, in May 1998 (Ministry of Foreign Trade, Quarterly Economic Digest, April-June 
1999). The private sector, according to a 204-page report entitled The Opportunities and 
Risks Facing National Industry in the Context of a New Commercial World Order, put 
before the Shura (Senate) Council, was to receive LE 84 billion out of the LE 92.1 billion 
allocated to industry in the 1997-2001 five-year development plan (al Ahram Weekly, 
24.02.1999). 
 
Sadat, the initiator of Infitah, had often announced as his priority the privatisation of the 
large share of the economy falling under the control of the public sector, and the 
liberalisation of the investment regulatory regime (Mursi, 1976, and Said, et al, 1997: 
219).274  Mubarak, in his first public speech in 1981, also underlined his commitment to   
liberalise Egypt’s highly centralized and regulated economy, regenerate the private sector 
and encourage foreign investment, particularly from the wealthy Gulf States (Aa’qil, 
1996: 53). His declaration in a speech in November 2001 was that the government, like 
other governments across the world, realised that the welfare, destiny and future of the 
people ‘rely increasingly on the contribution of the private sector.’275  His government 
bureaucracy initiated the process of privatisation of SOEs, following the signing of the 
ERSAP agreement in 1991, and the enactment of the Public Enterprise Law 203, which 
provided the necessary legal framework (US Embassy, 2003). It announced that the 
privatisation followed two complementary strategies: (1) the sale of public holdings in 
production and manufacturing, public banks and insurance companies; and (2) the 
encouragement of private investment in sectors historically controlled and operated by 
public enterprises, including electricity, roads, airports, maritime ports, oil and gas 
industries, through partial or full public share flotations, on both the domestic or foreign 
stock exchanges, and direct sales of controlling interests to domestic and/or foreign 
investors, or to employees (Sleiman, 1996). It also informed on the introduction of 
alternative privatisation methods like asset unbundling and leasing with option to buy 
were (CBE, 2002), as well as capitalization in order to divest the public stake in 
companies less attractive to investors (US Embassy, 2003: 3). 
 
The government bureaucracy carried out privatisation in two successive phases: Phase I, 
from 1993/4 to January 1996, and phase II, starting in early 1996, in which the number of 
enterprises privatised was raised, the types broadened and the modalities diversified 
                                                 
273 On Egypt’s ERSAP see Korayem (1997).   
 
274 See also http://www.presidency.gov.eg  (accessed in March 2002) 
 
275 http://www.presidency.gov.egy  (accessed in December 2003) 
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(Sleiman, 1996).276  It announced that it has increased the number of enterprises of which 
more than 51 per cent of equity was sold from 24 at the end of 1995 to 129 in 2000/2001, 
and the percentage of enterprises covered by privatisation from 9.87 at the end of 1995 to 
46.18 in 2000/2001 (CBE, 2002). Its income from privatisation during the period between 
1991 and 1996 was reported to be LE 8.10 billion (CBE, 2002),277  and LE 16.89 billion 
by 2001 (EBA, 2001:18 and 19). It privatised by March 2003, according to the US 
Embassy estimates, 193 entities, which generated LE 17.10 billion (2003: 3). 
 
In Egypt, not only the executive, informed a report by the Ministry of Economy in Cairo, 
but also the legislative, judiciary and all active participants in the economy are committed 
to privatisation, as a ‘fundamental component of the ongoing economic reforms’ (1999a: 
31-35). The government has its plan for achieving economic growth levels of 7 per cent 
based on privatisation as the ‘first programme,’ declared at the Fifth Euromoney 
Conference, organised in Cairo in September 2000, the Egyptian Prime Minister, who 
confirmed the determination to privatise most of the public enterprises and projects, 
explaining that the government, which possessed ownership in 385 projects and joint 
companies, has worked on the privatisation of 175 entities during 2000 and 2001 (al 
Ahram Daily, 13.09.2001). Senior officials, including the Minister of Public Enterprise, 
continue to emphasize Egypt’s commitment to privatisation, observed a report by the US 
Embassy (2003: 3). 
 
At the ‘heart of the government of Egypt’s economic strategy’ after the Infitah, has also 
been the attraction of foreign investment, with the aim of ‘attaining and sustaining high 
economic growth rates’ (US Embassy, 2003: 2). In Sadat’s era, all governing entities and 
public organizations, starting with the President himself, were reported to be involved in 
facilitating the business operations of foreign investors (Shuheyeb, 1979: 11). The 
bureaucratic elite, in order to attract private foreign, Arab and Egyptian investors, and 
allow the latter to engage in external trade, announced the enactment of a new legislative 
body of corporate, labour, foreign exchange, stock market and property rights laws 
(Fahmy, 1988 and Aa’qil, 1996).278  They introduced Law 43 of 1974, with its 
amendments in 1977 and 1989, and Law 159 of 1981, as the key laws governing 
investment in Egypt,279  and made policy reforms with repeated currency devaluations 
and exchange rate homogenization, and in relation to publicly-administered prices, 
including of electricity and fuel (Richards and Waterbury, 1990: 241).  
 
                                                 
276 See also Industrial Egypt, Federation of Egyptian Industries, various issues. 
 
277 Egyptian Pound (LE) per US$ exchange rates: 5.73 (2006), 4.5 (2002), 3.97 (2001), 3.47 (2000), 3.4 
(1999), 3.39 (1998) (CBE).  
 
278 See also Handoussa (1994), and various contributions in Oweiss (ed.) (1990). 
 
279 According to some commentators, the enactment of Law 43 of 1974 signals not only the start of 
government’s efforts to attract foreign investment but the official embracement of liberal economic policies 
or the whole Infitah process (Shuheyeb, 1979). 
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Under Mubarak, the government bureaucratic organ sought to continue with the 
promotion of foreign capital inflows (Aa’qil, 1996: 53).280  It permitted in March 1993 
foreign banks and brokers to engage in currency and stock exchange (CBE, 2000), and 
allowed foreign ownership in joint venture banks to exceed 49 per cent, by amending the 
Banking Law in June 1996, and creating greater competition.281 It has taken into 
consideration, it declared, the interests and requirements of foreign investors in the 
formulation of investment laws, and in the setting up of public entities like GAFI 
(Handoussa, 1994: 10). GAFI, created under Law 8 of 1997, as the primary government 
organisation in charge of approval, registration, licensing and certification of investment, 
promised to eliminate the need for dealing with several separate departments, as a ‘One-
Stop Shop’ for investors.282   
 
The government, aspiring to increase inward foreign investment to the range of US$ 3 to 
5 billion annually (al Qods, 13.09.2000),283  was determined to ‘implement the packages 
of policies and programmes that help create an environment conducive to private 
investment,’ announced the Prime Minister, who appealed in an open invitation to ‘all 
investors to come and join,’ assuring that with the ‘new mentality’ in the country 
‘investment is secure and profitable.’284  The Chairman of GAFI, who also ‘strongly’ 
invites foreign investors, underlines the changes towards creating favourable business 
climate.285  The bureaucracy, according to official sources, has made the necessary 
reforms in legislations, in relation to external trade and investment, in particular the 
enactment of Investment Law 8 of 1997 and Companies Law 3 of 1998 (Ministry of 
Economy, 1999a, 1999c and 1999d). Law 8, which repealed Investment Law 230 of 
1989, was designed to allocate investment to specific sectors and move industry from the 
crowded Nile valley.286  It groups together 20 incentives, including 100 per cent foreign 
ownership, the right to remit income earned locally and guarantees against confiscation, 
sequestration and nationalization established by the country’s constitution.287 It 
represents, points out GAFI, ‘Egypt’s most aggressive stance to date towards attracting 
                                                 
280 On the 1990s economic policy reforms directed towards improving the investment climate see Inter-
Arab Investment Guarantee Corporation (2000: 265). 
 
281 al Ahram al Iqtisadi, various issues. 
 
282 Including in sectors related to fish, poultry and animal production, land reclamation, mining, tourism, 
maritime and air transportation, housing and real estate development, oil industry and related services, 
hospitals and medical centres, water pumping stations, computer software designing and projects financed 
by the Social Fund for Development (US Embassy, 2003: 2).  
 
283 Comments by the Minister of Finance at the Fifth Euromoney Conference in Cairo, in September 2000. 
 
284 Comments by Prime Minister Kamal El-Ganzour, Ministry of Foreign Trade, Quarterly Economic 
Digest (April-June 1999) (http://interoz.com). 
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investment flows - domestic and foreign in origin’ (GAFI, 2001-2002). It is said to have 
introduced more coherence in investment-governing laws, provided equal prospects and 
conditions for national and foreign enterprises, and a ‘positive list’ that assures GAFI’s 
straightforward approval in a number of fields (GAFI, 1997). It was, according to a 
UNCTAD survey, recognized by foreign investors as a positive development (1999b: 5). 
Law 8 did not cover shareholding, joint stock, and limited liability companies, as well as 
representative and branch offices, dealt with under Companies Law 3 of 1998 (which 
amended Law 159 of 1981) (US Embassy, 2003: 3).288
 
(4) The government of Egypt, a member of the World Bank’s Multilateral Investment 
Guarantee Agency (MIGA), concluded in 1992 a Bilateral Investment Treaty with the US 
to promote fair, equitable, and non-discriminatory treatment for investors of both nations, 
with provisions for legal standards on expropriation and compensation, free financial 
transfers and settlement of investment disputes (US DOC, 1999).289  It also signed a 
Trade and Investment Framework Agreement (TIFA) with the US in July 1999, and an 
Association Agreement with the European Union in June 2001.290 January 1998 saw the 
start of the implementation of agreements reached with 11 Arab League members, for 
phasing out tariffs over a 10-year period, in connection to the Arab Common Market 
Treaty of the 1960’s.291  Egypt became a member of the Common Market for Eastern and 
Southern Africa (COMESA) in June 1998 (CAPMAS, 2002). 
 
4.3 Relevance of the pharmaceutical industry in Egypt for the IPE debate 
An industry like the pharmaceutical, in a country like Egypt, in terms of IPE debate, has 
apparently all characteristics that would make it conform to the presumed loss of 
economic sovereignty of the host state in HDCs in state-withering hypotheses, which - as 
discussed in previous chapters - focus on structural, essentially external economic forces 
and influences, or globalisation, are systemic and economic-deterministic, assuming the 
homogeneity of internal political economy conditions across geography. On the other 
hand, statist-politicist perspectives, which are state-maintaining, informing on the 
continuous importance of power and politics, revolve around variations between different 
countries and regions in state strength, state autonomy and state-society relations. 
  
However, Egypt is a prominent country, and its social norms, laws and courts often 
served as models for emulation by other countries of region like the MENA (Elbayar, 
2005), where between the state and the majority of citizens, in comparison to Western 
                                                 
288 For a review of Egypt’s investment laws and regulations see Ministry of Economy (1999a, 1999b, 
1999c, and 1999d). See also http://www.gafinet.net 
 
289 In addition to the US, Egypt concluded investment agreements with over 40 countries, including 
Armenia, Belgium, China, Finland, France, Germany, Greece, Italy, Japan, Libya, Luxembourg, Morocco, 
the Netherlands, Romania, Singapore, Sudan, Sweden, Switzerland, Thailand, Tunisia and the U.K. 
(Ministry of Foreign Trade, Monthly Economic Digest, various editions).  
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countries,  there is ‘quite different relationship’ (Owen, 2004: 3 and 9). State structure 
and the state-society interaction, as the work of several, native and foreign sociologists 
and political scientists amply demonstrates, have developed differently in several aspects, 
not only from the Western world, but also from other developing regions and 
countries.292  This region, where possibly more than other geographical regions, a major 
problem has always been shortage of water, in an arid landscape of low yields, with only 
small pockets of high-productivity agriculture (Henry and Springborg, 2001, and Owen, 
2004),293  had in comparison to the West, ‘another historical course in history’ (Hanafi, 
1998:2, and 2003). In the MENA, nation-states, compared to their Western counterparts, 
‘came into existence in quite different historical circumstances’ (Owen, 2004: 3), 
conditioned by the region’s own, traditional cultural norms (Milson, 1973, and Bill and 
Leiden, 1974), ‘often intrinsically intertwined with religion’ (Bill and Leiden, 1974: 
25).294  Moreover, this region has for roughly the last two centuries, as explained by 
Leon Brown, been ‘ensnared in great power politics,’ clearly ‘more consistently and 
more thoroughly than any other part of the non-Western world’ (Brown, 1984: 3). It has 
been ‘one of the most turbulent areas’ (Bill and Leiden, 1974:1), with a ‘distinctive 
political experience continuing from generation to generation,’ which certainly ‘left its 
mark on Middle Eastern political attitudes and actions’ (Brown 1984: 3).  
 
In the MENA region, which comprises more than 20 countries, extending from Morocco 
to Iraq, along the southern and eastern shores of the Mediterranean Sea, as far in the 
South as Sudan, Saudi Arabia and Yemen (Philip’s World Atlas, 1996), where not only 
natural elements, but also historical conditions, social and political, have not been very 
different,295  the modern nation-states have developed in a comparable fashion, and the 
state-society interaction exhibit several common features, confirm a large number of 
reports on the political economy of the region.296 Across the MENA countries, ‘exists 
today,’ as Gambill concluded, ‘a broad uniformity in state-society relations’ (2003: 4). 
They, as pointed out by Barakat, the well-known Syrian-born sociologist, are not a 
                                                 
292 See Lewis (1964), Migdal (1988), Metz (1990), Barakat (1993), Norton (1995), Ayubi (1995), 
Abootalebi (1998), Henry and Springborg, (2001), Hanafi (2003), Owen (2004), and Kassem (1999 and 
2004). 
 
293 See also CIA World Factbook, various editions. 
 
294 The seminal works on the connection between social and cultural values and state-society configuration, 
a prominent argument in political science since the early 1960s, were Almond and Coleman (1960), and 
Almond and Verba (1963). See, on the politics of social change in the MENA, Halpern (1963: 52-4). For a 
general review of the effects of religion on political development see Smith (1970). 
 
295 See Milson (1973), Migdal (1988), Metz (1990), Barakat (1993), Beshara (1999), Henry and Springborg 
(2001) and Owen (2004). 
 
296 See, for example, Halpern (1963), Milson (1973), Badie (1986), Salame (1987), Anderson (1987), 
Korany (1987), Ayubi (1995), Richards and Waterbury (1997), Safadi (1997), Sahliyeh (1998), Henry and 
Springborg (2001), and Beleav (2001).  
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collection of several independent nation-states (1993: 33 and Preface),297  but a specific 
‘world region,’ or as Henry and Springborg remarked, a ‘specific region in the 
international political economy’ (2001: 226). 298  The Arab Human Development Report, 
on achievements in different fields of human development, was the first UN Human 
Development Report devoted to a single region.299  
 
The peoples of the MENA region share ‘a collective memory of their place and role in 
history’ (Barakat, 1993:33). What receives from most researchers ‘more attention,’ as 
Milson noted, is their common ‘intellectual tradition’ and ‘realm of ideas and symbols’ 
(1973: vii). They overwhelmingly speak Arabic and believe in Islam as a religion (CIA 
World Factbook, various editions), as a single linguistic/cultural unit (Barakat, 1993:33, 
and Henry and Springborg, 2001: 226). They, as Muslim-Arabs perceive of themselves as 
‘one nation with the same history, language, culture, and ethnic background,’ which as 
Mukhimer pointed out, ‘found its political expression’ (2005: 52). They, as part of a 
‘single, overarching society,’ with similar ‘sociopolitical experiences’ (Barakat, 1993: 33 
and Preface), express the same political culture (Weidenfeld, 1995: 14).300  Their 
common Islamic and Arabic ‘traditional and social and political relationships’ are known 
to ‘possess an enormous resiliency and staying power’ (Bill and Leiden, 1974: 262). They 
remained ‘deeply ingrained Islamic’ (Huntington, 1984: 214), with a remarkable 
continuity in the form of unwarranted traditionalism that dominates the force of change, 
unlike in Western societies, where change, instead of continuity, is the dominant force 
(Farooq, 1991). The prevalent political ideas and attitudes are more resistant to change, 
which can ‘explain a great deal’ about what characterises the MENA countries, that is 
‘politics of system continuity’ (Bill and Leiden, 1974: 262 and 255).301
 
The MENA countries, as the non-European parts of the old Ottoman Empire, share a long 
history of colonial legacy, and frequent penetration by a variety of outside parties ‘vying 
for commercial, cultural, or strategic influence’ (Henry and Springborg, 2001: 9). They 
all came about under fairly similar circumstances, out of the Ottoman rule at around the 
end of the nineteenth century/beginning of the twentieth century (Badie, 1986 and Safadi, 
1997), as the creation of the ‘dominant colonial power’ that gave them a ‘centralized 
administration, a legal system, a flag and internationally recognized boundaries’ (Owen, 
                                                 
297 The MENA region, in a large number of writings, in numerous disciplines, from different perspectives 
and in various approaches, is considered as a single entity, unit, or block (see, for example, CIA World 
Factbook, various editions). 
 
298 See also Kassem (1999 and 2004), and Albrecht (2005). 
 
299 The Arab Human Development Report was published by the Regional Bureau for Arab States (RBAS), 
based in New York, which serves as the headquarters for UNDP regional programmes and country offices 
in 17 Arab countries, with the 18th located in the occupied Palestinian territory (see UNDP/Arab States, 
2002). 
 
300 On the relationship between ideology, politics and power in the MENA see Bill and Leiden (1974: 221-
249). 
 
301 See, on the role of ideology in MENA contemporary politics and political economy, Ben Dor (1987). 
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2004: 3 and 9). Their state formation has greatly been influenced by the region’s long 
history of war-preparation and war-making (Barnet, 1992, Sadowski, 1993 and Gause, 
1994), regular interstate wars, and violent conflicts of other sorts in post-colonial era 
(Herzog, 1982), and ‘successive series of incidents that reflect economic crises, political 
upheavals, and human violence’ (Bill and Leiden, 1974:1).  
 
In a MENA country like Egypt: (1) The climate, in most parts of it, is hot and dry in 
summer, and moderate in winter, with very little rainfall (Europa World Yearbook, 
2000). In its mostly arid and desert terrain, the valley and delta of the river Nile, which 
divides the country into two unequal parts, are the main centres of habitation, 
(Encyclopedia Britannica Online).302  The Nile valley is home to one of humankind’s 
most ancient civilizations, probably the first to develop irrigated agriculture, literacy, 
urban life, and large-scale political structures; social organization, management of local 
and foreign trade, and the recording of the annual level of the Nile flood (and several 
other externalities e.g. taking a census of the population) long preceded the unification of 
two kingdoms of Upper and Lower Egypt in the year 3200 BC.303 Because of lack of 
rain, the economy with agriculture its principal base has always been dependent on an 
elaborate regular system of irrigation, which for its establishment and maintenance 
required a powerful and continuous central authority (Edgerton, 1965:122). Since the 
time of pharaohs, there was the need to control irrigated agriculture, which gave rise to 
absolute god-kings, and a powerful central rule, with the propensity towards 
authoritarianism that persisted into modern times (Metz, 1990). Moreover, the Nile and 
the flatness of the land enabled every government to reach the most remote parts of the 
country with comparative ease (Milson, 1973: 3). Egypt, from ancient times, has been a 
coherent political entity, with long-term political unity and an ‘overwhelming 
preponderance of the centre’ (Milson, 1973: 3). It has a ‘long history of centralized 
administration’ (Rivlin, 1985: 29). 
 
(2) It was conquered as far back as 641 AD by Arab Muslim invaders, becoming ever 
since an integral part of the Arab and Muslim worlds, officially known in modern times 
as the Arab Republic of Egypt (CIA World Factbook, various editions).304  In Egypt, 
where for well over a millennium, the language has been Arabic and Islam the religion 
for the majority of the population, the (inherited) ideological and cultural milieu sustained 
a high level of continuity (Weidenfeld, 1995: 14). Islamic and Arabic religious-cultural 
norms and values have critically conditioned the evolution of modern state-society 
configuration, state power and type of governance in Egypt, confirm numerous culturalist 
studies in political science on the MENA countries.305  Islam and Arabs (in addition to 
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Africa), were also drawn by Nasser, the President of Egypt, in his famous Philosophy of 
the Revolution, as the ‘circles’ within which Egypt must move and act (Nasser, 1955).306 
They have been fundamental in bringing about particular patterns of societal and political 
organisation and state formation processes, different from the Western experience 
(Valbjorn, 2003). These ‘historical, social and cultural causes that the region and its 
people share,’ as Fakhro, noted, are also ‘stressed by researchers on current problems of 
the MENA’ (2003: 5)  
 
Islamic and Arabic ideological tradition and political culture, at least from a European 
point of view, is apparently problematic, and for the economic problems of the MENA 
countries ‘does not seem to be capable of producing any sustainable solutions’ 
(Weidenfeld, 1995: 14). It has a ‘negative condition’ that ‘may prevent democratic 
development’ (Huntington, 1984: 214). It contains an ‘inherent obstacle to 
democratization,’ a contention in the scholarship on MENA politics that has long enjoyed 
‘pride of place over other explanations’ (Gambill, 2003). Its form of social interactions, 
which are patrimonial in nature, based on clientelism and primordialism, in the form of 
strong tribal, clan and sectarian loyalties, shows, it is suggested, certain incompatibility 
with fundamental principles of modern state organisation (Law, 1996).307  The political 
thought of Islam itself, where a central traditional belief is divine sovereignty (Gambill, 
2003:3), is said to promote ‘political quietism’ (Lewis, 1964: 48), and has been linked by 
several scholars to authoritarianism and democracy deficiency.308 The ‘oldest and most 
widely explanation for the absence of democracy in the Arab world’ is that Islamic 
teachings have ‘inhibited democratization,’ because ‘unlike other major religions,’ Islam 
has ‘explicit prescriptions pertaining to social, economic and political issues,’ which 
place them ‘outside the realm of decision making’ (Gambill, 2003:3). In Islamic doctrine, 
which ‘stipulates that the legitimacy of the government depends upon its ability to 
promote the interests of the community of believers’ (Ummah in Arabic), rooted is a 
‘wide spread acceptance of the role of the state’ (Sahliyeh, 1998: 1).309
 
In Egypt, like in other MENA countries, along the general lines of the political culture 
innate to the region, there is a centuries-long history of the belief among society of the 
need in any form of change across the country, for a supreme power, initiating a kind of 
military campaign (Migdal, 1988, Metz, 1990, Henry and Springborg, 2001, and Owen, 
2004); there is a legacy of ‘acceptance and submission to authoritarian rule’ (Zaki, 1999: 
105), and a persistent tradition of the (near) approval of the legitimacy of high 
concentration of political, military, administrative and fiscal authority in a strong political 
organisation, regarded to have the right (not only an obligation) to set a general course for 
society, using public resources to pursue that course (Migdal, 1988, Metz, 1990, Henry 
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and Springborg, 2001, and Owen, 2004). That the governing body is a ‘major agent of 
economic development and social change,’ is in Egypt a perception that is known to have 
been ‘shared by most sectors of society’ (Zaki, 1999: 278 and 117). 
 
In Islamic and Arabic history of Egypt, governing bodies traditionally acquired 
legitimization of power monopoly in the name of the overriding objective of glorifying 
God and protecting the faith and the faithful, and by assuming the functions of an ideal 
Muslim ruler, serving God and safeguarding Islam and the interests of Ummah (Pipes, 
1983).310  Even the social and political reforms in the early twentieth century had 
originated as attempts to organize, under the rule of one leader and a single law, the 
Muslim community as a ‘morally purposeful society,’ to share a common interest in the 
service to God, and in the moral and political solidarity of all Muslims; power, in this 
conceptualization, is considered good or bad depending on the righteous of its possessor 
(Kerr, 1963:10 and Pipes, 1983).311  From Islam also, together with Marxism and the 
‘experiences of socialist regimes of the non-aligned movement of the Third World,’ the 
‘leaders of the 1952 revolutionary regime’ of President Nasser drew inspiration for their 
‘eclectic system or model’ (Harik, 1997: 6). President Sadat, in office following the death 
of Nasser in 1970, rapidly re-traditionalized Nasser’s legitimacy formula for the 
concentration of power in an authoritarian state, based on a revolutionary mission and the 
leader’s charisma; constantly seen at prayer, he promoted himself as the believing 
President, infused the Presidential office with patriarchal authority and the aura of 
religion, and legitimised extensive political authority in Islamic terms (Metz, 1990); in 
his campaign he made use of Islam (Munson, 1988: 78). Mubarak, the current President, 
in power since the assassination of Sadat in 1981, has symbolically revered Nasser’s 
ideological legacy of revolutionary nationalism but did not reverse Sadat’s revision of 
that heritage (Metz, 1990).312
 
(3) It has, like other MENA countries, seen successive colonization and decolonization 
campaigns, which had their exigencies and implications for the formation of the state 
(Metz, 1990). The ‘colonial dialectic’ had a notable effect on the type of the state, 
established in the republic following the 1952 revolution (Henry and Springborg 2001: 
20). The country, in modern history, also became involved in the series of major military 
conflicts with Israel, including 1948 Arab-Israeli War, 1956 Suez War, 1967 Six-day 
War, 1970 War of Attrition and 1973 Yom Kippur War, as well as in lesser armed clashes 
in other countries of the region.313 The waging of external wars has been linked, through 
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institutional mechanisms that are political, administrative and fiscal, with the expansion 
of states (both in terms of territory, and of centralised institutions), a logic captured by 
Tilly in his now famous dictum ‘wars made states and that states made wars’ (1975: 42 
and 1985:170). Enhanced capabilities to prosecute wars have been associated with greater 
administrative and political capacities to tax and extract other resources (Finer, 1974).314
 
(4) The foundations of its modern state were laid in the period from 1805 to 1849, while a 
province of the Ottoman Empire, by Muhammad Ali, the modernizing viceroy at the 
helm, who unified state apparatus, organised a centralized system, and formed an 
impersonalized public authority (Saa’d, 1981: 255). He developed  the ‘system of 
administration’ and the ‘civil bureaucracy’ whose influence he extended over the society 
through legislation (laws and statutes), creation of the regular hierarchy and extra-
administrative bodies, alliance with wealthy provincial notables, and the acquisition and 
build-up of large landed properties (Hunter, 2000:147-151). Muhammad Ali, who ‘came 
to power with a plan to regenerate Egypt,’ created an ‘independent state in all but name,’ 
with ‘its own bureaucracy and army,’ where the ‘government could pursue its policies 
with only limited reference to the wishes of the Ottoman Sultan’ (Goldschmidt, 1988: 17, 
21 and 22). This leader, who ‘[a]t no time did […] favour the free trade of liberal 
economic ideas of Europe,’ had ‘designed his economic development plans under a state-
controlled programme of monopolies’ (Vatikiotis, 1985: 53). He extended the economic 
functions of the government, which had the political role of containing the class struggle, 
making it the most prominent broker in the economic domain, with a fundamental role in 
the Egyptian society (Saa’d, 1981: 355).  
 
The state in Egypt, together with others in the MENA, due to multiple similarities in 
political organisation, and economic interests and choices,315  and ‘universally’ 
characterizing ‘kaleidoscopic array of social and political cleavages’ (Bill and Leiden, 
1974: 255), are experiencing the same political and economic difficulties (Safadi, 1997, 
and Noland and Pack, 2004).316  They are all known for ‘politics of patrimonialism, 
which embody such characteristics as personalism, informality, and clandestine 
organization’ (Bill and Leiden, 1974: 262). They, despite the burgeoning of democratic 
practices in other parts of the world, show no, or little, progress towards the 
institutionalization of democracy (Sahliyeh, 1998). They, with the exception of the oil-
exporting, wealthy Arab Gulf countries, experience problems of large, relatively 
unskilled work force producing inexpensive agricultural commodities, and little capital 
for investment (Henry and Springborg, 2001, and Owen, 2004).317  Most, according to 
UNDP’s Human Development Reports, have scarce natural and financial resources, low 
labour force productivity, crude technology, lack of training and research facilities, poor 
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health conditions, diseases and domestic violence; they, on UNDP’s Human 
Development Index (HDI), score lower than their adjusted per capita income would 
predict, and their poverty levels, with the exception of a few Gulf countries, are not far 
from those of sub-Saharan Africa and South East Asia.318   
 
In most of them, the ‘typical features of the situation’ are not only ‘economic 
underdevelopment, societal polarization owing to an uneven income distribution, trading 
deficits and a low level of export diversification,’ but also ‘alarming ecological 
conditions and unabated demographic development’ (Weidenfeld, 1995: 14). Most, being 
in the low mortality/high fertility transitional phase, with total fertility rates between 4 
and 6 per woman, have the common problem of high population growth rates, unlikely to 
fall below 2 per cent in the foreseeable future (El-Naggar, 1993: 19 and CIA World 
Factbook, 2000).319  Their economic performance has ‘slipped over the past quarter of 
century or so relative to a broad set of comparators’ (Noland and Pack, 2004: 7). The 
MENA states also ‘share similar policy issues, particularly in the area of structural 
reforms’ (El-Erian and Tareq, 1993: 26). They, irrespective of their modern political-
ideological orientation, employ large numbers of civil servants and workers, and hold 
control of most large and important sectors of the economy, including natural resources, 
minerals, energy supply, investment budget, banking system, roads, railways and ports 
(Richards and Waterbury, 1997: 171-184). 320  They, in the course of the difficult 
economic situation and declining oil revenues, during the 1980s and the 1990s, 
announced the adoption of a more liberal position on the large share of public sector in 
the economy, government subsidies and foreign borrowing, aid and investment 
(Abootalebi, 1998: 46, and Sahliyeh, 1998: 1).  
 
Across the MENA, the internal political economy conditions and their underlying 
determinants, as noted by Fakhro, are believed to embody ‘deterrents to global 
development in the region’ (2003: 5). The ‘deeply rooted shortcomings of Arab 
institutional structures,’ the ‘freedom deficit’ and the lack of ‘new social contract in 
which a synergy is generated between a revitalized and efficient government, a dynamic 
and socially responsible private sector, and a powerful and truly grassroots civil society,’ 
made the MENA to fall behind the pace of global change in the era of globalisation, 
leaving it as the only region of the world that is ‘substantially unchanged,’ pointed out 
The UNDP’s Arab Human Development Report, authored by a team of native scholars 
and policy-makers with an advisory committee of ‘well-known Arabs in international 
public life;’ that report informs that in the MENA countries, the access to, and the use of, 
a cutting-edge technical knowledge like the Information and Communication Technology 
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(ICT) remained fairly limited, where in 2002 the number of Internet users was 
approximately around 380 thousand, out of a total population of around 300 million, and 
the user’s average age was 29, seven years younger than in the US (UNDP/Arab States, 
2002).  
 
The MENA region, as World investment Reports reveal, has been left out (or isolated) of 
major global economic trends and flows of investment and trade, with their share 
(percentage) in 2004 of the worldwide FDI was no more than 1.5, far behind China and 
Southeast Asia, with 9.3 and 4.0 respectively, while its share (percentage) of world 
exports went down from 10.7 in 1981 to 4.4 in 2004, or a mere 1.7, if crude oil exports 
were to be excluded (UNCTAD, various issues). 
 
The people of the MENA region, amid a legacy of harsh European colonialism, and a 
vilification as Muslims and Arabs by Western media, are showing credible signs of a 
growing anti-Western attitude (Beshara 1999, and an-Najjar, 1999), and a general fear of 
globalisation, and its economic and cultural effects (Fakhro, 2003:5). In the MENA 
countries, of the impact of globalization on the economic future of the region, studies by 
Arab economists portray a pessimistic image (see Korayyem et al, 2000). They explain 
how without any state intervention, global developments like free economic transactions 
and capital transfer, currencies floating and privatisation lead to damaging effects in the 
lower echelons of the society (an-Najjar, 1999: 12). They emphasise the negative 
consequences of liberalisation and privatisation of the pharmaceutical industry for the 
majority poor of the society (Hamid, 1997). 
 
The preceding analyses show that in the whole MENA region, there is a political 
economy, which shows in structure and behaviour, continuity and resistance to change, 
conceived of, in various fields of study and in entire edited volumes devoted to it 
(Luciani, 1990),321  as a category of its own, or as a particular ‘type of statehood’ 
(Mukhimer, 2005: 56), which as was explained by Owen, ‘cannot be predicted simply in 
terms of European models alone’ (2004: 3).  
 
There is in Egypt, like in other MENA countries, as I claim as the central thesis of this 
dissertation, a particular ‘regional political economy’ or what I call an ‘Islamic-Arabic 
State’ (henceforth IAS), in which the role government bureaucracy maintains structure 
and function as a neo-Weberian actor, with continuous relevance  in the internal and 
external spheres. Due to the main characteristics of an industry like the pharmaceutical, 
and the fundamental features of the IAS in a country like Egypt, the pharmaceutical 
industry in Egypt, as the case study, is poised to reveal what I expect as the logic and 
contrary evidence of what would represent a counter-intuitive or ‘deviant’ case, where the 
impact of pharmaceutical TNCs on the host state is rather different from what is entailed 
in state-withering understanding of external economic sovereignty. 
 
 
                                                 
321 See also Beblawi (1987) and contributions in Salame (ed.) (1987). 
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4.4 Concluding notes  
(1) The pharmaceutical market (industry or TNCs), was selected for the case study 
because it is highly technical innovation-dependent, expansive and internationalised, or 
globalised. Pharmaceutical R&D, production, patenting and marketing by the large, 
powerful TNCs in most developing, low-income, technologically-deficient economies, 
are essentially geared to safeguard high-cost, ownership-specific intangible assets and 
market shares of vital pharmaceutical products. The logic of the pharmaceutical market 
(industry or TNCs) appears in a notable clash with the logic of the host state in HDCs, 
particularly on the organisation of modes of entry, investment and transfer of 
technological resources. 
 
(2) Egypt was chosen for the case study since the relationship between pharmaceutical 
TNCs and the host state, in such a developing country of a large, mostly poor and 
growing population, is typically adversarial, with more reason for political action and 
policy-making. Its traditionally state-controlled local pharmaceutical market, which is 
small, foreign capital and technology-dependent, is said to becoming more privatised and 
liberalised, integrating as part of the world market. In Egypt, the large pharmaceutical 
TNCs are apparently in a more advantageous position, and the political economy of the 
pharmaceutical market, in terms of the IPE debate, seems to develop more in concurrence 
with existing state-withering hypotheses. The pharmaceutical industry in Egypt, for the 
theoretical claim of this dissertation, appears as a ‘hard’ case, which can only add more 
credit to the findings of the research on the extent of the success of the host state in 
maintaining external economic sovereignty.  
 
(3) Across the MENA countries, a complex combination of similar natural, historical and 
socio-cultural and political conditions, specific to the MENA region, uncommon in other 
regions and countries, engendered a particular, regional ‘Islamic- Arab’ intellectual 
tradition, political culture, political economy, state configuration and state-society 
structural relations, with more continuity and resistance to change;  they can be 
investigated through the use of similar hypothetical, analytical and methodological 
components in a single-country, quantitative case study. 
 
(4) In Egypt, like in other MENA countries, there is an IAS, as a specific analytical class 
of state, different from the Western, in continuity, or resistance to change, in structure 
and behaviour, vis-à-vis internal and external economic forces. In Egypt, the IAS-
pharmaceutical TNCs interaction, as an anomaly or a deviant case, where the main causes 
of the loss of relevance of the state seem present, but the expected effects are less likely 
to occur, is a reasonably valid case study to shed light on the limits of state-withering 
theory and suggest a new hypothesis, as a contribution to the IPE debate, as the purpose 
of this dissertation. 
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Chapter 5  
The political economy of the host state-pharmaceutical TNCs interaction in Egypt 
I seek in this chapter to test the hypothesis put forward in this dissertation, according to 
which in ‘Islamic Arabic’ political economy and state-society configuration, as a deviant 
case, internal sovereignty translates into external sovereignty, as the degree of success in 
acquiring foreign investment and technology transfer in preferred modes or forms. I 
pursue the task of probing the causal relationship between the bureaucratic policy and 
legal instruments (as the most influential resource or variable related to the state), and 
modes of entry of foreign investment and technology transfer (as the most contentious 
issue, or variable related to technology transfer, TNC or market), in the pharmaceutical 
industry in Egypt, in the 5-decades period from Nasser’s revolution in July 1952 to the 
deadline for the government in Egypt to conform with the TRIPS requirements in the 
pharmaceutical sector in January 2005.  
 
This chapter starts with a review of the main features of the ‘Islamic-Arabic’ political in 
Egypt, before examining the post-Infitah persistence of the state-society structural 
relations in Egypt, and the continuous role of the government bureaucracy in the 
economy. It thereafter goes after the location-specific resources of the government 
bureaucracy in the pharmaceutical market, and presents the results of a survey of the 
opinion of private investors, followed by an account of qualitative and quantitative 
evidence on the level of investment, patterns of entry modes and ownership, market 
structure, and the share of local and generic production in total consumption, in Egypt’s 
pharmaceutical sector.  
 
5.1 The main features of the ‘Islamic-Arabic’ political economy in Egypt  
(1) Presidential, centralised power system 
Since the 1952 revolution, the ‘formative event’ for contemporary Egypt (Nyrop, 1983), 
the ‘President of the Republic’ has been the most institutionalized part of the political 
system (Metz, 1990), as the ‘most important political actor’ (Owen, 2004: 32), in whom 
political power is completely vested (Zaki, 1999). He has the ‘sole responsibility for 
identifying and anticipating the people’s interests and wishes and for taking the initiative 
to realise them, in the form of gifts handed down from above’ (Shukrallah, 1989: 62). He 
controls the dominant executive branch of government, presides over the Council of 
Ministers, commands the sprawling state bureaucracy, and personally intervenes at every 
level to achieve his objectives, if the chain of commands proved sluggish (Metz, 1990). 
He is the linchpin of the state elite (Zaki, 1999), ‘a small number of individuals’ 
managing a large government bureaucratic apparatus with extensive, internal and 
external, commitments, and ‘enormous power’ (Owen, 2004: 27). In Egypt’s 
‘presidential’ political system (Rivlin, 1985: 13) there are ‘highly centralized and 
administrative controls’ (Handoussa, 1994: 10), through a ‘centrally appointed 
bureaucracy’ (Milson, 1973: 4). A large ‘presidential bureaucracy’ of personal advisors, 
trouble-shooters, and lieutenants with supervisory functions, managed by a ministerial-
level appointee, form a personal instrument of control over the wider bureaucracy (Metz, 
1990).  
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In this presidential, centralised power system, against the presidency, all other elite 
institutions, ruling party, parliament, press, even the military, are impotent (Metz, 1990). 
The presidency has in practice, in a state in theory constitutional, and its agencies are 
governed and regulated by the provisions of the constitution, ‘sweeping powers of rule by 
decree’ (Zubaida, 1997: 52). It has since Nasser’s era been given broad legal powers 
(Zaki, 1999 and Metz, 1990), consolidated over all other public institutions and the civil 
society by the constitution (Zaki, 1999 and Kienle, 2001). The President, by the 1971 
constitution, which was slightly amended in 1981, was granted the right to appoint one or 
more vice-Presidents, Prime Minister, Cabinet and Egypt’s 26 provincial governors, 
Supreme Commander of the Armed Forces and Head of the Police Corps.322 The 
President was empowered through the head of the executive branch to ‘arbitrate in any 
conflict that may arise between any of the three main institutions of the state’ (Zaki, 
1999: 120). In this system, the President is also the head of the National Democratic Party 
(NDP), the current ruling party, the authority centre of the country since 1978, in 
effective control of government and public-owned media and enterprises, dominating all 
the past elections, with over 85 per cent of the seats in every parliament (Owen, 2004: 
137-38, and Zaki, 1999: 121). The NDP retained in late 2000 elections, for a five-year 
term, 388 out of 454 seats in parliament, leaving few to opposition parties and 
independents.323   
 
The President’s actual use of power has evolved through the changes in the relationship 
with the rest of the power elites, with the style of presidential leadership determining how 
the President controlled the elite; Nasser ruled through a tightly knit team of officers; 
Sadat transformed the charismatic, activist presidency into a sort of ‘presidential 
monarchy,’ while Mubarak - who won a fifth 6-year term of office in September 2005 -  
is governing by intra-elite consensus, a cautious balancing of contrary pressures and 
demands (Metz, 1990). 
 
(2) High level of isolated autonomy, strength and authority  
The state elite in Egypt have their primary base of support ‘within state structures, rather 
than in political organizations anchored in society at large’ (Henry and Springborg, 2001: 
138). They, as the ‘Free Officers,’ who established a republic in 1952, and seized power 
from the dominant alliance of the Monarchy, British colonialists and landowner 
aristocracy (Shukrallah, 1989), were capable of organizationally isolating themselves 
from society.324  They become largely ‘autonomous from social forces, whether 
traditional or modern’ (Henry and Springborg 2001: 20), defining on their own the 
national interest (Shukrallah, 1989 and Zaki, 1999), with an ‘outstanding level of political 
and ideological hegemony’ (Shukrallah, 1989: 61). They ‘denied all classes and class 
factions any access to state power and established the supremacy of the state itself over 
civil society,’ with their rule ‘based on the maintenance of the subordination of civil 
                                                 
322 al Ahram Daily, various issues. 
 
323 al Ahli Weekly, various issues. 
 
324 See Waterbury (1983), Shukrallah (1989), Richards and Waterbury (1997) and Zaki (1999). 
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society to the state’ (Shukrallah, 1989: 60 and 62), and the prevention of society from 
asserting is role (Shuheyeb, 1979: 19). The ‘autonomy from popular will’ of the state in 
Egypt, like in other Arab countries, explained Mukhimer, is attributable to its ‘complete 
hegemony over society,’ in its ‘role of patron with regard to the economy and by 
politicizing the bureaucracy as well as the military,’ and through its ‘ideological 
hegemony by co-opting civil society and absorbing it within state ideology’ (2005: 56). 
The multitude of presidential-appointed, specialized national councils (for example, for 
production, social affairs, science, etc) stretching out from the ‘presidential bureaucracy’ 
bring the state and interest groups together under presidential patronage, and take the 
President’s influence to every section of the society (Metz, 1990).  
 
The state in Egypt, established by the ‘Free Officers’ following independence from 
colonial powers, was capable of ‘defeating political opponents,’ including ‘imperialists, 
royalists, national political parties, and the Muslim brotherhood’ (Harik, 1997: 13), as a 
strong organ, confirm many scholars of the MENA region.325 Its apparatus developed 
strength (Abootalebi, 1998: 51), in ‘a huge expansion in the power and pervasiveness’ 
(Owen, 2004: 23), for good or ill (Ayubi, 1995:30-3). Its ‘coercive power,’ as Sahliyeh 
remarked, has ‘increased significantly in terms of the size of the military forces, the 
internal security apparatus, military spending, bureaucracy, and control over the 
economy’ (1998: 1), and high levels reached its ‘statist coercion’ (Albrecht, 2005).326  It 
has over the past half-century steadily accumulated a preponderance of power vis-à-vis 
societal actors (Maddy-Weitzman, 1997), assisted by ‘foreign military and financial 
support’ (Abootalebi, 1998: 51). It consolidated its power by benefiting from external 
economic and military aid, debt write-offs, low conditionality loans, etc., in addition to 
the taxation of huge remittances from Egyptian workers in the Gulf countries, as a form 
of a ‘Rentier’ state, with large amounts of rent directly accruing to it from external 
sources (Beblawi, 1987).327  Remittances of Egyptian workers, forming since the late 
1970s a large proportion of Egypt’s GNP, increased from US$ 2.10 billion in 1980, to 
US$ 4.00 billion in 1984, and over US$ 6.00 billion in 1992, amounting, on average, to 
US$ 3-4 billion in the late 1990s (Sullivan, 1999). Their value was US$ 3.80 billion in 
2003 (CBE, 2004).  
 
Furthermore, Egypt has a legacy of not only the ‘existence of a strong state capable of 
keeping foreign intervention at bay’ (Handoussa, 1994: 10), but also of a 
‘disproportionate growth in the state’s strength vis-à-vis society,’ where often ‘the latter 
[has been] at the former’s mercy’ (Abootalebi, 1998: 47). Egypt’s underdeveloped 
                                                 
325 See, for example, Rivlin (1985), Migdal (1988), Anderson (1987), Barnett (1992), Ayubi (1995),  
Richards and Waterbury (1997), Abootalebi (1998), Sahliyeh (1998) and Beck (2002). 
 
326 On the high levels of statist coercion in the MENA, see Kassem (1999 and 2004), and Albrecht (2005). 
 
327 One index for measuring state strength is the percentage of the total tax revenues, obtained directly from 
income, profits, and capital gains. However, given the poor statistical data available on tax structure and 
collection in Egypt, alternatives measures, such as government’s size and cost (salaries), must be 
considered. On the Rentier state in the Arab world see contributions in Beblawi and Luciani (eds.) (1987). 
On the process of state formation in MENA Rentier states see Schwarz (2004). 
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socioeconomic structure is known for the ‘weakness of civil society’ (Zaki, 1999: 117 
and 105), the ‘weakness of the middle class’ and the ‘weakness of local political 
opposition’ (Abootalebi, 1998: 51). During the nineteenth century, under Muhammad 
Ali’s rule, an ‘elaborate civil administration’ or ‘public authority’ established with 
Egyptian society ‘new relations’ that were ‘both exploitative and protective’ (Hunter, 
2000: 145). More recently, in the post-colonial era, the state apparatus had an 
‘overwhelming weight’ that ‘prevented the emergence of genuine new agencies with 
interacting function (Milson, 1973: 5). It kept the society weak and powerless, unable to 
check on the power of the state, by maintaining the ‘economic dependence’ on the state 
of the local bourgeoisie for ‘financing, contracts, employment, and protection’ 
(Abootalebi, 1998: 51).328
  
Nasser’s ‘July Revolution’ in 1952 created a praetorian republic with a ‘bully’ state 
(Henry and Springborg 2001: 20), as something, in the conception of a renowned 
Egyptian political analyst, most people experience as ‘real and fierce’ (Ayubi, 1995:30-
3). The state leadership was ‘seized by a class of clustered around a core of salaried 
civilian and military politicians, organizers, administrators, and experts’ (Milson, 1973: 
8), as ‘cumbersome bureaucracies’ (Weidenfeld, 1995: 14), which have clearly been 
described as ‘authoritarian’ in character (Harik, 1997: 5).329  Its large bureaucracy 
‘administered the country, dispensed justice, recruited a central army and prevented the 
emergence of local forces’ (Milson, 1973: 4). Its bureaucratic elites, who conceived their 
task in terms of controlling societal interests and designing a new society, minimized 
participation in decision-making.330 Its ‘decrees and emergency regulations,’ notably its 
emergency laws in 1981 during Sadat’s era, which are ‘still in operation, have abolished 
or suspended many of the rights guaranteed by the constitution’ (Zubaida, 1997: 52). Its 
rules, under Nasser, Sadat and Mubarak, all vague and inconspicuous, brought about 
great restrictions on political liberties, in a ‘tragic situation’ (Kienle, 2001), in a system 
‘best classified as authoritarian’ (Owen, 2004: 27).331   
 
In Egypt, like in the whole ‘Arab Middle East,’ what has drawn attention from social 
scientists, as a decisive aspect, is the authoritarian structures of political rule, still robust 
in times when all other world regions witnessed the emergence of democratization 
processes.332  The state in Egypt is, like in other MENA states, in comparison to its 
Western counterparts, ‘more repressive’ (Bill and Leiden, 1974: 218). It has, like other 
‘Arab states,’ as Mukhimer, a Palestinian writer, explained, as a ‘prominent aspect’ of its 
                                                 
328 The weakness or strength of society is reflected in the quality of human development, of which a known 
measure is found in UNDP’s Human Development Index (HDI), on which all MENA countries, with the 
exception of the Gulf States, register low ranking. 
 
329 On the ‘Burden of Bureaucracy’ in the MENA countries see Bill and Leiden (1974, chap. 6, pp. 156-
188).  
 
330 Riad (1964), Dekmejian (1971) and Richards and Waterbury (1997).  
 
331 On authoritarianism in Egypt see Kassem (1999 and 2004), and Albrecht (2005). 
 
332 See Kassem (1999 and 2004), and Albrecht (2005). 
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relation to society, ‘terror and violence’ (2005: 56). The Egyptian state is less harsh than 
in other Arab states, but hardly democratic (Field, 2001), still exhibiting ‘high degree of 
authoritarianism and a clear resistance to pressures for democratisation’ (Schwarz, 2004: 
11). Its complete hegemony over society helps it to assume autonomy, but 
‘simultaneously brings its legitimacy into doubt in terms of its capacity to gain the 
voluntary compliance of its people’ (Mukhimer, 2005: 56). Its authoritarian rule has 
deficient legitimacy (Ayubi, 1995 and Hudson, 1977), and real democracy is absent 
(Shuheyeb, 1979: 19), where elections are ‘subject to some form of manipulation,’ which 
make the ‘outcome more or less predictable’ (Owen, 2004: 93). It disregards the long-
term, development-promoting character of human and civil rights (Weidenfeld, 1995: 14 
and Owen, 2004: 27), regards opposing actions, checks and balances as impeding the 
national course toward development, not as preventing abuse of power (Kienle, 2001) 
and resorts to ‘violence and coercion in political life’ (Henry and Springborg, 2001: 63). 
Denouncing President Mubarak’s grooming of his son to succeed him as a ‘republican 
succession’ was enough for the security authorities to arrest, put on trail and imprison the 
Egyptian sociologist, Professor Sa’ad-Eddine Ibrahim (Owen, 2004: 92-93 and End of 
Chapters Notes, chap. 6, note 6, p. 249).  
 
In Egypt, independent information sources are ‘subject to state censorship,’ points out the 
Cairo Times (one of the country’s leading English-language weekly newspapers, known 
for its criticism of the government), which was forced, like ‘hundreds of Egyptian 
publications,’ to have the necessary registration abroad, since it is ‘still virtually 
impossible to get a license in Egypt.’333  Effective, institutionalized channels for the 
negotiation of government decisions and actions are lacking, in the absence of democratic 
governance, with political reforms no more than a ‘grand delusion’ (Kienle, 2001).334   
 
(3) Large government bureaucracy, with a dominant role in society and economy 
Egypt has history of administrative and bureaucratic structures of ‘high degree of 
formality and complexity’ (Bill and Leiden, 1974:157). The disproportionate size of the 
ruling organ is also not new (Aa’qil, 1996: 7). The government bureaucracy has long 
been ‘cumbersome’ (Weidenfeld, 1995: 14), and of enormous size (Shuheyeb, 1979: 17, 
Rivlin, 1985, and Richards and Waterbury, 1997). Furthermore, in Egypt, through the 
ages, the ruling organ has often determined the society’s social and economic 
transformation, and its impact on the domestic environment has been more influential and 
profound than those ascribed in the Western liberal thought.335  The state ‘always 
perceived itself as the major agent of economic development and social change’ (Zaki, 
1999: 278 and 117). Moreover, in Egypt, like in other MENA countries, though many 
                                                 
333 http://www.cairotimes.com (accessed in November 2004). 
 
334 For a useful review of Kienle’s A grand delusion: democracy and economic reform in Egypt (2001), see 
Sa’id Shahata, al Qods al Arabi (19.08.2001). For a discussion of the dominance of political authority in 
Egypt see also Kassem (1999). 
 
335 See Milson (1973), Migdal (1988), Metz (1990), Richards and Waterbury (1997), Henry and Springborg 
(2001) and Owen (2004). 
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people do not consider the government legitimate, it is the common belief that the state 
should define the priorities for society and use public resources to attain these goals, and 
the state’s role in managing the economy has been widely accepted by the general public 
since the inception of the state system in the early decades of the twentieth century 
(Richards and Waterbury, 1997).  
 
An important social body like the ‘public authority,’ during the nineteenth century, 
heavily impinged upon many aspects of local socio-economic setting (Hunter, 2000: 
145). It was, during the era of Muhammad Ali (and later, under Nasser’s rule) in charge 
of the serious attempts towards economic growth in an ‘import substituting’ and ‘closed 
economy model’ (Handoussa, 1994: 10). However, in the period of foreign dominance in 
Egypt, from 1874 to 1952, European powers ‘provided ideas, cultural standards, notions 
of government, and political protection,’ and had a substantial influence on ‘rulers and 
officials alike,’ and on the ‘functioning of the civil bureaucracy’ (Hunter, 2000: 147).336 
The power relations between the landlords (the wealthy class) and the bureaucracy 
changed, and the wealthy capitalist class became dominant (at the expense of the 
bureaucracy, which was overpowered), using state power to defend or promote its 
interests, although the former had at first originated from the latter, and despite the strong 
connection between the two (Saa’d, 1981:356-57).337
 
More recently, after Nasser’s revolution in 1952, the state assumed the responsibility for 
the difficult task of economic development (Shuheyeb, 1979: 17), and took upon itself the 
challenge of advancing what has been identified as a ‘backward’ economy’ (Rivlin, 1985, 
and Richards and Waterbury, 1997). The government bureaucracy was given the tasks of 
building of an industry-based economy, raising agricultural productivity, educating and 
training the population and improving living standards, in addition to restoring national 
power and organising a capable military force (El Etreby, 1968). The leaders of what 
Harik (1997) labels as the ‘patron state’ saw as their duty the reparation of social and 
economic damages of the colonial era and countering of backwardness (a condition they 
interpreted as imposed by the earlier, colonial system of exploitation by imperial powers) 
(Richards and Waterbury, 1997), with ‘a grand development design’ to implement by 
‘force or inducement’ (Harik, 1997: 9).338  They identified the need for planning and 
intervention as vital for avoiding any wastage of national resources, as they considered 
the reliance on the laws of supply and demand to allocate scarce domestic resources, and 
the dependence on the private sector for undertaking resource allocation as wasteful, 
                                                 
336 This period saw the transformation of the Egyptian socio-economic system from Eastern to semi-
capitalist (Saa’d, 1981:356-57). 
 
337 During that period, from the bureaucracy developed a bureaucratic bourgeoisie group that became 
wealthy by exploiting its position; a bureaucratic elite group (title holders, high rank officials and army 
officers); a bureaucratic technocrats group (experts of public offices and foreign business concerns) and a 
bureaucratic intelligentsia; they had intermediary characteristics, combining two sides, one bureaucratic 
and another connected with production (Saa’d, 1981:356-57). 
 
338 The government had a centrally-administered, ‘integrative’ development plan, encompassing the entire 
national economy (Harik, 1997: 9). 
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inadequate for advancing a stagnant economy (Riad, 1964, Dekmejian, 1971, and 
Richards and Waterbury, 1997).  
 
The bureaucracy, during Nasser’s rule, became influential to an ‘unprecedented extent’ 
through the ‘redefinition of public and private spaces’ in a right ‘determined ideologically 
by the regime leaders’ (Harik, 1997: 6). It acquired an increasing role in economic 
development by reorganising the private capital-dominated economy along socialist lines, 
and in the management of the agricultural sector through the land reforms (al Ahram al 
Iqtisadi, various issues). The government bureaucracy, under Nasser’s socialism, 
extended in successive radical steps its authority from the ‘political arena to the 
marketplace’ (Harik, 1997: 5), to an almost total hegemony over the economy with little 
room for private initiatives (O’Brien, 1966). With its ‘set of rules’ to put in the ‘public 
domain,’ as its responsibility, not only the ‘management of business enterprises,’ but also 
the ‘provision of livelihood of citizens,’ it assumed through the ‘politicization of poverty’ 
vast ‘welfare functions’ (Harik, 1997: 5-6). It became in charge of wealth redistribution 
and social equity in a country with apparent inequalities and absolute poverty of a large 
segment of the population (Shuheyeb, 1979: 287).339  It took measures to restrict private 
property rights, to direct the perceptions toward individual initiatives, risk taking and 
profits, and to shape the domestic capitalist enterprise (Riad, 1964 and Dekmejian, 1971, 
and Richards and Waterbury, 1997). By means of ‘central planning and control 
mechanisms,’ it made ‘extensive interference in the economy,’ acting as a ‘provider and 
an entrepreneurial manger’ (Harik, 1997: 5-6).  
 
The bureaucracy, as Shuheyeb points out, took the ownership of principal means of 
production, with a small group of state elites, bureaucrats and technocrats, who had no, or 
very little, influence prior to the revolution, given the management of national resources, 
after its seizure from the hands of the capitalists (1979: 19).340  It became the ‘exclusive 
owner of, or had decisive control over, all the land,’ and the ‘exclusive builder and owner 
of almost all means of communications,’ as it ‘effectively controlled taxation and all 
forms of economic activity’ (Milson, 1973: 4). The bureaucracy, with its ‘continuing 
power,’ went on to ‘dominate the society and economy,’ and become a centre of 
‘tremendous wealth and prestige’ (Abootalebi, 1998: 51).341
 
The ‘great expansion’ in ‘government functions’ (Harik, 1997: 4), as  a result of Nasser’s 
policies, aimed at enlarging the economy, establishing a large industrial base, and 
providing welfare services and free education, went along a rapid and extensive growth in 
government bureaucracy (Aa’qil, 1996: 7, and Barbour, 1972). Administrative units, 
                                                 
339 Egypt’s poverty imposed two constraints on the government: large subsidies to enable the mass of the 
population to pay for necessities; and tens of thousands of jobs for new entrants to the labour market 
(Rivlin, 1985: 8). 
 
340 On the role of state bureaucracy in Nasser’s era see Ayubi (1957 and 1980). See also Binder (1978), a 
noteworthy attempt to apply concepts of the ruling elite class to the Egyptian government’s experiment of 
political organization. 
 
341 See also Barbour (1972), and al Ahram al Iqtisadi (various issues).  
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personnel, salaries and expenditure of the bureaucratic organ steadily increased in years 
from 1952 to 1970, notably during the period of comprehensive nationalization of 
industry, trade, finance and insurance in the 1960s (Rivlin, 1985). The number of new 
public service authorities and organizations, falling under different ministries, reached 62, 
which presided over about 600 state-owned enterprises (Metz, 1990). The rate of 
bureaucratic expansion exceeded the growth rate in total population, employment and 
production; in the period of 1962/63 to 1969/70, for example, when the national income 
increased by 68 per cent and the labour force by 20 per cent, civil service posts and 
salaries had gone up by 70 per cent and 123 per cent respectively (Ayubi, 1989: 6).  
 
The preceding analyses show that in the study of Egypt, similar to other MENA 
countries, the state need to be introduced as an important conceptual variable, as was 
clearly asserted by Lisa Anderson (1987), and its centrality has to be observed in the 
analysis of the region’s dynamic political economy patterns, which was evident in Ben 
Dor’s work (1987). The formation of the state and the state-society relations in the 
MENA region, as Abootalebi noted, has been ‘subject of many debates’ (1998: 56, end 
note 4). To such processes, many scholars in the field, as Schwarz remarked, have ‘paid 
more and more attention’ as the ‘focus of analysis in understanding political 
developments’ (2004: 10).  
 
5.2 The persistence of the state-society structural relations in Egypt 
The political economy of Egypt after the Infitah showed little or no changes (Sleiman, 
1996: 15), and the Infitah, ‘meant to end state control of economic activity’ (Zubaida, 
1997: 59), was only ‘in principle a policy of economic and political liberalisation’ 
(Ayubi, 1989: 1-2). The status quo in politics was preserved (Field, 2001), and the state 
continued to survive, as Bengio and Ben-Dor concluded, as the strong and overwhelming 
entity that it has been for the past two generations (1999). There has been a continuation 
in its principal, Nasserite characteristics (Zaki, 199, and Estrin and Meyer, 2004), 
including the legacy of overwhelming, centralised presidential authority, influential 
military and large bureaucratic structures (Rivlin, 1985 and, Richards and Waterbury, 
1990). After the Infitah, Sadat and Mubarak, like Nasser, both ex-military men, being 
‘established in the habit of maintaining full control,’ retained extensive powers, assumed 
several posts and showed ‘no commitment to a new or different version of the future,’ 
while ‘small measures and temporizing continued to be the order of the day’ (Harik, 
1997: 15). None of them, as Owen remarked, ‘ever had a real intention of surrendering 
any significant part of their powers of control’ (Owen, 2004: 92). Sadat, after 1970, 
‘accumulated more power in his hands than his predecessor,’ and ‘permitted no one else 
to remain in a position of influence’ (Rivlin, 1985: 13). He held in 1981 the official posts 
of President, Prime Minister, Supreme Commander of the Armed Forces, Higher Chief of 
the Police Corps, Higher Chief of the Judiciary, Head of the ruling party, as well as the 
Commissioner on all military, political and economic matters and accords related to the 
national security.342  Mubarak, though a less dominating figure than his predecessors, 
stayed on as the centrepiece of the state (Metz, 1990). His political formula, influenced 
                                                 
342 al Ahram Daily, various issues. 
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with a vast legacy of institutions and policies from the eras of Nasser and Sadat, was only 
partly different, in style not in substance (Ayubi, 1989: 12).  
 
With the incumbent vice-President, in each case an army officer, twice ascending to the 
presidency, the presidential authority, in a line of succession, was firmly preserved within 
the dominant military institution that founded the republic (Harik, 1997 and Zaki, 1999). 
The military/security organization persisted as a powerful corporate actor in the political 
system (Metz, 1990), relying on it the country’s ‘strong administrations’ (Henry and 
Springborg 2001: 20). The ‘power coalition’ with the military, ‘made up of the 
professional politicians of the ruling party, organized labour, (and) business associations’ 
and was kept ‘unchangeable’ (Harik, 1997: 15).  
 
There was after the Infitah, contrary to what Hinnebusch (1985) concluded, possibly a 
reorganization, or a transformation in the role of the state, and certainly no retreat (Ayubi, 
1997: 130-31 and Rivlin, 1985). Of the state, which has taken the decision that the 
reforms ‘should not cut deeply’ (Harik, 1997: 15), there was still ‘too much’ (Ayubi, 
1989: 1-2). The state showed ‘no signs of ceasing to be restrictive and constraining’ 
(Ayubi, 1989: 2),343  or giving away any of its control functions (Ghunaim, 1986), or its 
‘wide administrative regulatory powers’ (Zubaida, 1997: 52). Its ‘control functions’ were 
still ‘more immediately felt’ than it’s ‘advocated developmental and welfare functions’ 
(Ayubi, 1989: 1-2). Its ‘primary importance’ as ‘active and dominant,’ as Harik pointed 
out, persisted in the ‘making of economic policy’, as the ‘sine qua non doctrine of 
economic development’ (1997: 26 and 1). The state ‘remained firmly in control of the 
commanding heights of the economy’ (Zubaida, 1997: 59), and ‘continued to weigh 
heavily on the economy’ (Harik, 1997: 20), at three political structural levels: First, the 
President with ‘extensive powers over all matters;’ second, ministers and senior officials; 
and the bureaucracy at the third level (Rivlin, 1985: 6-7).  
 
At the top, as the head of the state, the ‘ruling President,’ has sustained his role in 
determining major economic policy decisions (Zaki, 1999:118). President Sadat, during 
his rule in the 1970s, and President Mubarak, since the 1980s, exerted to the greatest 
extent that is possible, a strong presence in the economic sphere, directing government 
bureaucracies and administrative agencies (Kienle, 2001). Sadat and Mubarak were not 
able to ‘shed the statist/populist legacy of the Nasser regime’ though ‘repeatedly 
expressed their commitment to revitalizing the private sector and encouraged it to play a 
prominent role in developing the economy’ (Zaki, 1999: 80). President Sadat not only 
remained ‘responsible for strategy’ but also for ‘any details he cared to deal with’ (Rivlin, 
1985: 14). He had, in all significant economic matters, a key role in determining the 
course of action, with the function of the cabinet, headed by the Prime Minister, reduced 
to the supervision of implementation, and his approval for any economic policy issue, or 
project, of certain importance, was essential in order to proceed with a reasonable 
prospect of execution.344 Sadat, not only supervised the whole liberalisation process, but 
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was personally meeting prospective foreign investors (the media was allowed to 
broadcast and report on these meetings), discussing details of investment projects and 
giving his permission before issuing the necessary decrees to support business ventures 
(e.g. the pyramids plateau project granted to Canadian investors for 99 years) (Shuheyeb, 
1979: 11).345  Mubarak also, it was noted, ‘remains dominant’ in all matters, ‘even in 
economic matters’ (Ayubi, 1989: 1-2). He oversees, through the cabinet of Ministers, the 
privatisation programme and holds the ultimate responsibility for it (Ayubi, 1997: 133). 
He determined the response of the whole country to the challenges of globalization, as the 
‘prime mover’ (Owen, 2004: 92). Mubarak, in a ‘Nasserite restoration,’ has been 
renewing calls for bringing under control the excesses of Infitah bourgeoisie, 
unremittingly defending the government and promoting it as the autonomous guardian of 
public interest (Metz, 1990). He made it clear,  at the G-15 meeting in Cairo in May 
1998, that liberalisation must ‘proceed by the strengthening of our domestic institutions,’ 
before emphasizing, at the World economic Forum’s Annual Meeting in Davos in 
January 1999, the need to engage minds, institutions and policies (Ministry of Foreign 
Trade, Quarterly Economic Digest, April-June, 1999).  
 
The state in Egypt, as a ‘bully’ organ of political elite with ‘insecure political footings in 
the societies they rule,’ required ‘overgrown governmental and public sectors,’ even if 
‘economically irrational’ (Henry and Springborg, 2001: 135), to impose great internal 
order and leave few spaces for independent political activity (Owen, 2004: 30-31). There 
was no streamlining or shrinking of the swollen public sector (EPIC, 2000 and Miles et 
al, 2004), which continued to take in each year a large number of people as civil servants, 
managers and labourers, as the ‘most important employer in Egypt’ (Sleiman, 1996: 9), 
growing in terms of employment and costs (Rivlin, 1985, and Radwan, 1997: 6). The 
number of public sector employees went up from around 1.90 million in 1978 to well 
over 3.0 million in the mid-1980s,346 growing between 1988 and 1998 at the rate of 4.8 
per cent annually, nearly twice as fast as that of total employment in the country (EPIC, 
2000: 2). The number of workers at the public industrial plants represented in the mid-
1990s nearly 58 per cent of total industrial employees (Sleiman, 1996: 9). The public 
sector grew to become the employer of about one third of the country’s total labour force 
(double the OECD average), more than half of all workers with post-secondary education 
(Henry and Springborg, 2001: 140-41), as the destination of most young men and women 
coming out of high schools and universities (Field, 2001). There was the addition of a 
number of new ministries, including the Ministry of Public Enterprise (MPE), the 
Ministry of Environment, the Ministry of Population and the Ministry of 
Communications and Information Technology (Sleiman, 1996: 15, and CAPMAS, 2002). 
Public sector’s wages and salaries, as a percentage of total current expenditure, rose from 
                                                 
345 The Constitution gives the President the right to propose, veto and promulgate legislation, as well as to 
legislate and enact laws by decree; the President, under certain circumstances, and by investiture of the 
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People’s Assembly is not in session, can issue decrees (to be later ratified by the Assembly) that have the 
force of law (Ministry of Information, The Constitution, Articles 108, 112 and 147).  
 
346 Centre for Political and Strategic Studies (1986: 351), Richards and Waterbury (1990: 243) and Europa 
World Yearbook (2000: 1314).  
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19 per cent in 1974/5 to 29 per cent in 1984/5, and to 37 in 1994/1995, reaching 39 per 
cent in 2003 (CAPMAS),347 consuming in 2001 around 11.9 per cent of GDP, confirmed 
the World Development Report (World Bank, 2002).  
 
The state national strategy after the Infitah remained under the strong ‘influence of 
socialist principles of the 1960s’ (Sleiman, 1996: 20), in the planning of development, 
collection of public revenues, allocation of expenditures, fixation of exchange rates and 
price controls (Metz, 1990), as well as in the extensive, institutionalized system of 
welfare, implicit and explicit subsidies, and guaranteed employment (Handoussa, 1994: 
10).348  The state retained its welfare functions towards society at large, in education, 
health and food subsidies, showing that they have ‘not been significantly curtailed’ 
(Ayubi, 1997: 130-31). It continued with the ‘safeguarding, as much as possible, of 
labour conditions’ (Sleiman, 1996: 20), providing ‘jobs for the thousands of graduates 
and non graduates coming onto labour market each year,’ even if they had ‘little 
education and no real function’ (Rivlin, 1985: 7), and offering ‘employment to 
individuals regardless of the actual need for them’ (Sleiman, 1996: 20).   
 
To conclude that the private sector has grown at the expense of the public sector, in any 
appraisal of the Infitah, would be a ‘grave mistake,’ since it ‘has not happened’ and was 
‘not part of the intention of policy makers’ (Richards and Waterbury, 1990: 243). The 
private sector was only allowed to ‘complement, not to compete with public sector 
activity’ (Richards and Waterbury, 1990: 243), which has ‘not really given way to the 
private sector’ (Ayubi, 1997: 130-31). It was in 1990, more than a decade after the 
Infitah, responsible for 70 per cent of investment, 80 per cent of foreign trade, 90 per cent 
of banking, 95 per cent of insurance, and about 65 per cent of value added activities, 
showing statistically that the picture differed little from that of 1963.349  
 
The state ‘merely chosen to cooperate with international capital’ (Ayubi, 1997: 130-31), 
and on it, private social actors, whether represented, ruled or ignored, remained 
dependent (Richards and Waterbury, 1990). To direct the privatisation process, for 
example, a government Ministry (MPE) was specifically established (Ayubi, 1997: 133), 
in charge of all aspects of public enterprise restructuring and related labour and legal 
issues.350  To plan and manage privatisation, a number of public organisations, agencies 
and committees were also set up, including: (1) Capital Market Authority (CMA), 
founded in 1980, subject to the Capital Market Law 95 of 1992,  reporting to the Minister 
of Foreign Trade, became responsible for Stock Exchange modernization, market 
development and surveillance, trading management and broker licensing; (2) Public 
Enterprise Office (PEO), created in 1991 to assist the Minister of Public Enterprise in 
                                                 
347 Statistics on Employment, Wages and Work Time, various issues. 
 
348 The state grants to the industrial sector in the period between 1984 and 1999 amounted to LE 76.70 
billion (al Ahram Weekly, 24.02.1999). 
 
349 al Naggar (1991: 71) and al Ahram al Iqtisadi (10.06.1991) 
 
350 Industrial Egypt, Federation of Egyptian Industries, various issues. 
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privatisation, as guide and link with holding companies; (3) Ministerial Privatisation 
Committee (MPC), established in January 1996 to coordinate between ministries on 
privatisation problems, and expedite decision-making; (4) Tri-Partite Committee (TPC), 
made up of CMA, PEO and Cairo Stock Exchange, in charge of privatisation strategies 
and valuation; and (5) Holding Companies (HCs) to take over the ownership and 
management of public enterprises transferred from government ministries.351   
 
The state became more deeply involved in the economy, with its overall contribution to 
GDP going up from 22 per cent in the mid-1980s to almost 70 per cent in the mid-
1990s.352  Its total subsidies increased from 1.0 per cent of GDP in 1970 to 11.0 per cent 
in 1979, reaching 12.0 per cent in the mid 1990s (CAPMAS).353 It raised its allocation to 
the industrial sector to LE 92.10 billion in the 1997-2001 five-year development plan, 
informed a report before the Shura Council in Egypt (al Ahram Weekly, 24.02.1999). Its 
package of subsidies on basic foodstuffs was enlarged in September 2003, with the scope 
of calming a frustrated public (CIA World Factbook, 2004).  
 
The state has been reluctant to change the economic policy system (Field, 2001), and its 
‘actual policies,’ in ‘clear contradiction’ with the stated objective of encouraging 
‘production for export,’ remained in the direction of ‘production for import-substitution’ 
(Handoussa, 1988: 8, and 1994: 10). ‘Instead of undertaking basic structural reforms 
which would create an environment truly conducive to private investment,’ it has in 
reality been ‘preoccupied with tinkering with the legal superstructure’ (Springborg, 1992: 
xx). Its leading politicians and bureaucrats to privatisation, originally initiated as result of 
a ‘severe decline in revenues than by any realization of the inefficiency of public 
enterprises and the efficiency of private ones’ (Ayubi, 1997: 158), show a ‘strong 
resistance’ (Nugent, 2002: 77). They hindered privatisation (Sleiman, 1996: 19-20 and 
US EIA, 2004), and created impediments to the divestment of severely-overstaffed public 
sector companies, as the American Business Studies and Analysis Center in Cairo 
observed, with their political considerations concerning large debts,354  public welfare 
issues and labour redundancy.355 Their opposition to the loss of employment, given the 
considerably high unemployment rate in Egypt, has been a real problem for privatisation 
(Sleiman, 1996: 19-20). 
 
The government is moving with privatisation at a slow rate (Nugent, 2002 and US EIA, 
2004). The ‘pace of economic reform has slowed’ and privatisation has made ‘little 
progress,’ pointed out the Heritage Foundation, in its Index of Economic Freedom (Miles 
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353 Annual Industrial Output Statistics, various issues. 
 
354 American Chamber of Commerce, Business Monthly, various issues. 
 
355 Public enterprises debts were estimated in late 2003 at LE 71 billion, or approx. US$ 18.25 billion (al 
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et al, 2004). Although its frequently-declared intention is to privatise virtually all state-
owned companies, it privatised by spring 1999, less than 10 per cent of the total (Henry 
and Springborg, 2001: 141- 42), and no more than 40 per cent by the end of 2003 (US 
EIA, 2004). Moreover, many of the official figures on privatisation are in doubt if 
indicative of privatisation is the ‘sale to anchor investor,’ like in the case of the al Nasr 
Casting company - claimed to have been sold to an investor for LE 48.00 million in 
December 1997 – whose ownership, which was transferred to public sector banks, 
remained in reality with the government (Henry and Springborg, 2001:141-42). Similarly, 
companies like Nile Pharmaceuticals, Alexandria Pharmaceuticals and Cairo 
Pharmaceuticals were sold to government banks and insurance agencies (Business Today 
Egypt, 2005). The government has not made of privatisation a one-way process (USDOC, 
2002 and USDOS, 2003). It has re-nationalised a number of recently privatised 
enterprises, when it authorised, following the steady descent of shares on the Egyptian 
Stock Exchange, its holding companies, to buy back shares, when they dropped 20 per 
cent below their issue price, and when such measures proved insufficient to stop the price 
decline, the government ended up utilising funds in public sector banks and insurance 
firms, including public pension funds, to buy at least LE I.5 billion worth of yet more 
shares (Cairo Times, 30.09.1998: 17). In a way, ‘people’s money,’ in the words of a 
former Minister of Planning, was being ‘used to buy their own companies.’356   
 
The government kept privatisation as a partial process, not displacing public sector 
control, nor touching the commanding heights of the economy (Weiss and Wurzel 1998: 
105-39). It maintained, in several companies, its status as the majority shareholder,357 
and excluded from privatisation large and important public sector entities, like the 
Egyptian General Petroleum Corporation (EGPC) and Egypt Gas (EGAS), despite it’s 
announced plans to target ‘strategic’ sectors (USEIA, 2004). It also kept off limits the 
military economy, despite its huge assets, for obvious political reasons: (1) the military is 
a powerful political actor (much more than the public sector), capable of defending its 
interests; (2) the patronage by the large military economy, necessary for maintaining the 
loyalty of the officer corps, is vital to the ruling elite, who exert little pressure to privatise 
unless the patronage can be privatised as well; (3) the economic interests of the business 
elite are not in contradiction with those of the military; and (4) the military has the state 
as its primary customer, which eliminated any market pressure for privatisation (Henry 
and Springborg, 2001: 152).  
 
The state in Egypt, after decades of talk about privatisation and liberalisation, remained 
‘strong and far superior’ not only in ‘coercive power,’ but also in ‘financial power,’ in 
comparison to its ‘social, economic, and political opposition’ (Abootalebi, 1998: 51). It is 
still in control of a large share of the economy (Weidenfeld, 1995: 14, and ERF, MENA 
Trends Reports, 2002). Four large state-owned banks in Egypt account for approximately 
57 per cent of total bank assets, 70 per cent of deposits and 59 per cent of loans (a major 
share of their loan portfolio goes to supporting inefficient, loss-making state-owned 
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companies) in Egypt’s banking sector, with more than 60 banks, including many private, 
observed the Dept. of Commerce, and the Dep. of State in their Country Commercial 
Guides (USDOC, 2002 and USDOS, 2003). Under the state’s monopolistic control 
remain virtually all natural resources, including important sub-soil minerals (petroleum, 
natural gas, iron ore, phosphates, manganese, limestone, gypsum, talc, asbestos, lead, 
zinc, among others), in addition to the basic infrastructure in roads, railroads, ports and 
energy sectors, large investment budgets and strategic sections of the banking system.358 
The state has also control over substantial parts of the country’s capital, labour and vast 
tracts of valuable land, much of it along the coastline or the Suez Canal, in prime tourist 
project sites, which are held by the military (Henry and Springborg, 2001: 150). Egypt 
still leads the world in terms of the amount of wealth that remains under state control 
(Nugent, 2002: 76), and its restructuring programmes are left in their infancy (Madani 
and Page, 2002: 31). 
 
In sum, between the state and the society in Egypt, as the President of the American 
Chamber of Commerce in Cairo in Business Monthly concluded, persisted the ‘tacit 
understanding,’ arguably rooted in ‘traditions typical of a central planned/socialist system 
that favour paternalism as a means of organizing society,’ about ‘who was in charge and 
who wasn’t’ (American Chamber of Commerce, Dec.2004). 
 
5.3 The continuous role of the government bureaucracy in the economy 
Most of Egyptian government official publications emphasize the country’s economic 
achievements, and advertise business opportunities, and investment incentives and 
facilities (see Ministry of Economy, 1999a and 1999b).359  Furthermore, with the 
attraction of more foreign capital a central objective of the government, public officials 
responsible for dealing with external investment, particularly at GAFI, clearly avoid, 
regardless of the interviewer’s position, any explicit reference to regulatory measures, 
control mechanisms and performance requirements.360  Crucial to an understanding of this 
situation, which is particularly important given the hypothesis put forward here, is the 
question of perceptions; decision makers, as Boulding noted, do not usually respond to 
objective facts but to their perceptions of a situation, which makes it necessary to look at 
them in the context of the institutions and setting in which they operate (1959).  
 
Nevertheless, after decades of state control mechanisms, which have, as the Economic 
Research Forum noted, ‘taken their toll’ (ERF, MENA Trends Reports, 2003-2004), the 
Infitah, it was shown, ‘did not replace the state with the market’ (Rivlin, 1985: 6), nor did 
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it position markets as the key mechanism governing society (Kienle, 2001), After ‘20-
year experiment with socialism and central planning,’ the ability of the legal 
infrastructure to facilitate and encourage liberalisation was affected ‘severely and 
adversely,’ given that ‘substantive laws were skewed against the free market economy 
and private sector activity’ (Bentley, 1994: II and 6). The Infitah left almost unchanged, 
as Zaki noted, the major impediments to the revival of a market economy, entrenched in 
the constitutional/legal/regulatory structure (1999: 120-23). The constitution, which has 
its origins in the transition’s earliest stages, did not pave the way for a liberalized 
economy; Article 4, for example, provides that the ‘economic foundation of the Arab 
Republic of Egypt is the socialist democratic system based on sufficiency and justice, in a 
manner preventing exploitation,’ while Article 26 guarantees workers a ‘share in the 
management and profits of projects.’361  The constitution remained inconsistent with the 
rhetoric of economic liberalisation, and the legal structure is still inadequate for a free 
market economy (Zaki, 1999 and Nugent, 2002).  
 
The Infitah did not lead to any drastic changes in the basic elements underlying the 
country’s development model, notably a large government bureaucratic structure 
dominating major state-owned organisations in key sectors of the economy (Handoussa, 
1994: 10). It did not result in any reduction in the role of ‘state’s administrative 
machinery for controlling the economy’ (Rivlin, 1985: 6), and did not turn it ‘from player 
to referee,’ essential for the development (and functioning) of a market economy (Page et 
al, 1997). The bureaucratic elites continued in perceiving of themselves as ‘employers 
and producers of public goods,’ confirmed the Economic Research Forum (Cairo) in its 
MENA Trends Reports (ERF, MENA Trends Reports, 2000:1).362  They, though ‘seeking 
to entice private investment through special incentives,’ have ‘presided simultaneously 
over the further expansion’ in their role in the economy (Springborg, 1992, p. xx). On 
their overriding functions in the economy, as a local study concluded, most private 
entrepreneurs frequently complain (Mansour, 2002: 195). They were bitterly criticised, 
even by President Mubarak in a major speech on policy issues, as a ‘suffocating 
bureaucracy’ that seeks to ‘make the easy difficult and the possible impossible’ 
(American Mideast Business Association, 1989: 1).  
 
The existence of ‘grave administrative and bureaucratic shortcomings’ in the local 
economic and industrial environment was also underlined in a report before the Shura 
(Senate Council) in Egypt (al Ahram Weekly, 24.02.1999). There is in Egypt, noted the 
American Chamber of Commerce, in its Business Monthly, ‘extensive bureaucracy’ 
(December, 2004). It is ‘cumbersome bureaucracy,’ in addition to ‘red tape and rigorous 
enforcement of Egyptian standards,’ that create ‘significant problems’ that ‘add to the 
cost of doing business,’ concluded the Office of the US Trade Representative in its 2004 
report on Trade barriers in Egypt (USTR, 2004: 94). Red tape is a ‘key business 
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362 The average share of civilian public employment of total employment, which ranges from 6 to 9 percent 
in other developing countries, stood at 17.50 percent in the MENA countries in the early 1990s, a ‘wasteful 
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impediment’ (USDOS, 2002: 2), a cause for weaknesses in the business environment (US 
Embassy, 2003). 
 
The government bureaucracy remains interventionist in the business sphere (Nugent, 
2002), in the operations of private actors (Business Monitor International, 2004). The 
government, confirms the existence of a black market for hard currency, continues to 
influence the official exchange rate offered in banks (CIA World Factbook, 2004). On the 
government intervention component of the Index of Economic Freedom of the Heritage 
Foundation, Egypt scored 3.0, against 2.0 and 1.0 for the UK and Singapore respectively 
(5 was the highest possible score of the inverse measure of economic freedom) (Holmes 
et al, 1998). Its interventions were high to the extent of causing restrictions on private 
businesses (Nugent, 2002), limitation on the ability of private investors to act efficiently, 
and ‘downgrading of Egypt’s investment environment’ (American Chamber of 
Commerce, Business Monthly, Dec, 2004). Economic freedom in Egypt, significantly less 
than in Singapore and the UK, for example, became more restricted in 2004 (in 
comparison to 1975 and 1998), confirmed the scores of the two well-known institutional 
indexes: the Fraser Institute’s Economic Freedom Rating for 1975-95, and the Heritage 
Foundation’s Index of Economic Freedom for 1998 and 2004 (see Table 5.8.1, page 169). 
Private businesses have for many years been ‘obliged to accommodate government 
intervention in many aspects of their daily operations which limited their ability to act 
efficiently in a fast-moving, competitive market,’ concluded the American Chamber of 
Commerce in Cairo in its Business Monthly of December 2004. 
 
The ‘government interference in businesses’ in Egypt, as the American Chamber of 
Commerce, in its Business Monthly, (December, 2004), is through its ‘restrictive policy 
regime’ (Estrin and Meyer, 2004). It is, in comparison to Singapore and the UK, more 
restrictive in the areas of trade, monetary, capital flows, taxation, operation of banks, 
wage and price controls and property rights, indicated Heritage Foundation’s Indices of 
Economic Freedom for 1998 (see Table 5.8.2, page 170). The policy-legal system of the 
Egyptian government bureaucracy creates in the business environment impediments to 
competitiveness.363  It is characterised by ‘a multiplicity of regulations and regulatory 
agencies, delays in clearing goods through customs, arbitrary decision-making, high 
market entry transaction costs, and a generally unresponsive commercial court system,’ 
confirmed the Country Commercial Guide (USDOS, 2002: 2). It is problematic, 
concerning ‘aspects of FDI treatment,’ as well as on ‘trade and custom procedures, 
taxation, and accounting, the judicial system, patents’ protection and competition and 
environment’ (UNCTAD, 1999b: 41).  
 
Government rules on accounting and auditing are still not market oriented, noted al 
Ahram Weekly (28.08. 2002), while its import barriers and tariffs are still the cause of 
persistent weaknesses in the business environment, which keep the level of foreign 
investment below Egypt’s potential, according to the US Embassy in Cairo, (2003). Its 
tariffs average rates are ‘among the most restrictive in the region’ (Handy, 1998: 65), at 
the top end of the range within the whole region (UNCTAD, 1999b), ‘higher than in other 
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emerging markets’ (Handy, 1998: 65). They ‘remain relatively high, especially when 
compared to other developing countries with large internal markets and diversified 
industrial economies,’ confirmed the US Trade Representative Office, in its report on 
foreign trade barriers (2004: 94).  
 
The government policy constraints on business operations in the areas of tax 
administration and commercial dispute settlement increased in severity between 1994 and 
1998, demonstrated  surveys by Fawzy, who identified the ‘central problem’ in the 
‘ambiguous criteria’ for tax assessment and tax collectors’ ‘unlimited discretionary 
powers’ (Fawzy, 1998). The tax administration system, which is heavily dependent on the 
assessment of tax auditors, and operates under a general ruling requiring the auditing of 
all business activities every year, is complicated, and creates discouraging constraints for 
private enterprises, domestic and foreign, notably for those with several units operating 
under different tax incentives, observed the Business Studies and Analysis Center of the 
American Chamber of Commerce in Egypt also found364 The taxation system is 
described by the Economic Intelligence Unit, as inefficient, where evasion is 
commonplace, and audits are routinely challenged, often leading to lengthy litigation 
(EIU, 06.04.2005). Taxes are high, in need of reduction, in order to induce economic 
growth, concluded Mazhar (2001).  
 
The functioning of the government legal system is slow, and resolution of most cases in 
the public courts of law takes an average of six years to resolve, leaving a large backlog 
of cases (EIU, 06.04.2005). The settlement of various business disputes in Egypt usually 
take a long time, confirmed a detailed study for the UN Economic and Social 
Commission for Western Asia, on the basis of a World Bank survey of Egypt’s 
commercial court cases, which found out that the average time needed to reach a 
settlement had increased from two years in the 1970s to over six years in the early 1990s, 
and that the clearance rate at the court system in Egypt was only at 36 per cent, compared 
with 80 per cent in Japan and 88 per cent in Belgium (see Galal, 1996). Not only court 
resolution procedures are ‘time-consuming,’ and litigation is expensive, but also the 
judicial system is not well acquainted with commercial disputes in market economies, 
along with poor enforcement of laws, and the lack of contract enforcement mechanisms, 
concluded Fawzy in her review of the business environment in Egypt (1998). Sullivan, in 
a study on globalization, trade and investment in Egypt, pointed out that more Western 
investors were showing interest, but many remained cautious, owing to the country’s 
political and military past, as well as its weak legal system (1999). The Economist 
Intelligence Unit found the legal system as relatively inefficient (EIU, 06.04.2005). 
 
The government policy on fair market conditions and equal treatment are not 
uncommonly contrary to its commitment towards providing equal business opportunities, 
incentives and protection guarantees.365  Certain statements by leading public officials 
(reflective of the government’s traditional, Arab economic integration plans, and 
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indicative of preference for Egyptian investors, followed by other Arab investors, and 
then foreign, non-Arabs), notably in the pharmaceutical sector, as PhRMA reported, 
‘appear to violate’ Egypt’s WTO commitments regarding national treatment of foreign 
investors (2000-2001). Its new Labour Law, passed in April 2003, after nine years of 
deliberation, comprises 270 articles that regulate the labour conditions and employment 
termination, and grants employees the right to strike.366  It limits the number of foreign 
workers (excluding managers) to below 10 per cent of the workforce and 20 per cent of 
the payroll, and requires workers to ‘participate’ in the management, through 
representation on the Board of Directors, and to share profits (USDOC, 2002). 
Government labour regulations, which make layoffs are still difficult (USEIA, 2004), are 
categorized by foreign investors as problematic (USDOS, 2001). Labour laws must 
become more flexible, and industrial relations need to become more harmonious (Mazhar 
2001).  
 
The government bureaucracy in Egypt, confirmed the President, is aware that the 
challenges of an open economy ‘remain formidable’ and the ‘obstacles are many,’ 
insisting that liberalisation ‘must be gradual,’ and ‘fitted to the conditions’ of the 
country.367 Privatisation and liberalisation plans were public projects, pursued by the 
government, not as private initiatives (Harik, 1997: 11), ‘conceived mainly as a way of 
increasing capital within the economy, not as a means of affecting a structural change that 
would re-organize its basic institutions’ (Zaki, 1999: 80). They been ‘cosmetic’ and ‘not a 
serious break with the established order (Harik, 1997: 11),368  taking a ‘back seat,’ as the 
Heritage Foundation’s Index of Economic Freedom pointed out, to ‘social concerns such 
as stemming unemployment and maintaining subsidies on food, energy, and other key 
commodities to maintain a social safety net for Egypt’s large mass of poor people’ (Miles 
et al, 2004). There are ‘restrictions on the privatisation pattern’ of the pharmaceutical 
public sector, due to its ‘strategic social role,’ and the importance of ‘maintain[ing] 
control over the industry’ (BSAC, 2001: 8).369  Between the ‘government on one hand 
and international organizations that provide loans and grants on the other,’ it is not 
surprising that there have been on privatisation ‘differences in opinion and position’ 
(Sleiman, 1996: 20). Privatisation, which ‘for its own sake is surely not the main 
objective,’ as pointed out by a former Minister of Planning in Egypt, ‘did not comply 
with regulations issued by the World Bank.’370  
                                                 
366 http://www.sis.gov.eg (accessed in December 2003). 
 
367 President Mubarak’s speech, G-15 meeting, Cairo, May 1998 (Ministry of Foreign Trade, Quarterly 
Economic Digest, April-June, 1999).  
 
368 Privatisation in Egypt, unlike in other countries, has practically been completely under the responsibility 
of the MPE and other government organizations (Sleiman, 1996: 20). See also, on the role of the Egyptian 
government in privatisation, Field (2001). 
 
369 Of any state-owned pharmaceutical company, privatisation of no more than 40 per cent was allowed, 
and 10 per cent of the 40 per cent has to be owned by the company employees (Jerrom, 1997 and GAFI, 
2001-2002). 
 
370 http://www.arabnews.com  (accessed in October 2004). 
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As a result of continuous political ‘deliberalisation’ and ‘persisting state control’ (Henry 
and Springborg, 2001:146), which demonstrates the lack of commitment, on the part of 
the state, to the creation of a free market economic system (Field, 2001), the Egyptian 
economy, contrary to what some studies indicate, was not allowed to regain the 
characteristics of a functioning market system (Henry and Springborg, 2001: 142). 
Market economy in Egypt, like democracy, is no more than a ‘buzz word’ or a ‘leitmotif’ 
(Weidenfeld, 1995, Kienle, 2001, and Nugent, 2002). The government ‘did not go so far 
as to integrate Egypt into the world economy’ (Harik, 1997: 16), or actually ‘prevented’ 
the integration of the Egyptian economy into world markets (Henry and Springborg, 
2001: 142).  
 
Relevant data show that the local economy’s share in external trade has been on the 
decline (ERF, MENA Trends Reports, 2003-2004), with the sum of imports and exports 
as a percentage of GDP (a reasonable measure of a country’s integration with the world 
economy) decreasing from 34 in 1981-1983 to 23 in 1991-1993 (Ministry of International 
Trade and Supply, 1998: 14-15), down to 21 in 1999-2001 (CBE, 2004). With exports 
steadily declining (Handy, 1998), their share to GDP was lower in 2001 than in 1985.371 
The decrease in the share of exports and imports of goods and non-factor services to 
GDP, from 88 per cent in 1985 to 47 in 1997, shows that the country was becoming less 
integrated even more rapidly (Subramanian, 1997: 41). Egypt’s share in total world 
exports of goods and services dropped from 0.15 per cent in 1980 to 0.10 per cent in 
1990, and further to 0.07 per cent in 2000 (ERF, MENA Trends Reports, 2003-2004). Its 
share of world imports also went down from 0.50 per cent in 1985 to 0.20 per cent in 
1995, and its market share in the EU fell from 1.00 per cent in 1985 to 0.50 per cent a 
decade later (Handy, 1998: 66).  
 
To the challenges of globalization, the response of the whole country was embodied (and 
limited) in the reaction of the President, who reconciled globalization with his own 
position, using it as an opportunity to ‘rebuild power on a more secure basis’ and ‘ensure 
its continuity;’ he incorporated a larger part of the business elites and provided selected 
members with access to some of the profitable opportunities, in ‘crony business deals,’ 
serving only to further enrich himself and his family (Owen, 2004: 92).372  The Egyptian 
economy, in globalization terminology, has been ‘actually de-globalizing’ (Henry and 
Springborg, 2001: 142). It is, in terms of its comparative stage of development, poorly 
participating in the ‘global communications revolution,’ one of the key forces (and 
manifestations) of globalization, and it ‘lags behind a large number of the comparison 
countries with respect to most indicators of information sources’ (Ministry of 
International Trade and Supply, 1998: 53). It has, among lower- and middle-income 
developing countries, fewer daily newspapers, television sets, mobile phones, fax 
machines, personal computers, and Internet hosts per 1,000 inhabitants, than almost all 
comparators (Henry and Springborg, 2001: 142).  
 
                                                 
371 World Development Indicators, CD Rom (2003). 
 
372 On the history and the development of Egyptian business elites see Zaki (1999). 
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5.4 The location-specific resources of the government bureaucracy Egypt  
The government bureaucracy, in the pharmaceutical sector, has since the early 1950s 
been giving priority to supporting locally-financed enterprises (Chirac et al, 1999). It 
assumed, following the nationalization programme of the early 1960s, in line with the 
five-year national development plans, a decisive role in the local market, with the aim of 
boosting domestic production and attaining self-sufficiency (Hamid, 1997). A 
government organisation like the ministry of Health and Population (MOHP), through the 
Egyptian Public Drug Corporation (in the 1960s), Pharmaceutical Supreme Council (in 
the 1970s), the Public Sector Drug Authority (during the 1980s), and the DPPC and the 
HCP (since the early 1990s), has continued, according to its own objectives, to provide 
the industry with ‘state protectionism’ (ERF, MENA Trends Reports, 1998 and BSAC, 
2001: 11). The government to the pharmaceutical industry is ‘paying much attention,’ 
declared the Public Enterprise Minister in a meeting of the People’s Assembly Economic 
Committee in August 2003.373  Its ‘political support’ to the local pharmaceutical 
industry‘ will be intensified,’ announced the Minister of Health in August 2003, in a 
meeting presided by the Prime Minister on New Strategy to Upgrade Pharmaceutical 
Exports, attended by the Minister of Foreign Trade and representatives of health services 
and pharmaceutical companies (public and private).374  The government bureaucracy, in 
its negotiation and bargaining with TNCs, has the following location-specific resources 
or advantages: 
 
5.4.1  Attractiveness to foreign investment  
Egypt has long been considered by foreign investors as an attractive market [USDOC 
(2002) and Economist Intelligence Unit (2004). Relatively substantial amounts of foreign 
capital were invested as far back as the nineteenth century, notably during the 1890s, 
estimated to have reached in 1907 a peak of LE 8.60 million (Metz, 1990). Foreign 
investment was interrupted by the WWs and the in-between economic downturn, 
remaining limited during Nasser’s nationalist era of the 1960s, before its remarkable 
increase following the ODP, with American and European investors, and Arab 
governments (mostly of Gulf States) responding to liberalisation in the country (BSAC, 
2001).375
 
Egypt, which according to some publications has gained ‘international recognition as an 
investment-worthy emerging market’ (USDOS, 1998), became since the mid-1990s 
among the group of developing economies that attracted as much as nearly three-quarters 
of the total amount of inward investment to the entire developing world 
(UNCTAD,1995b). Its share of foreign capital was the largest in the MENA region, and 
                                                 
373 http://www.arabicnews.com  (accessed in January 2004). 
 
374 http://www.sis.gov.eg  (accessed in December 2003) 
 
375 There is on effects of Infitah on the country’s social and economic life a sharp disagreement; while 
government official reports declare that it has achieved many of its principal objectives, others list its 
negative consequences of backwardness, debts, absolute dependency on foreign capital and international 
markets, and general deterioration in the standard of living (Shuheyeb, 1979 and Hamid, 1997). 
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one of the largest two in Africa, amounting to 29 per cent; it absorbed, together with 
Nigeria, over 50 per cent of the total flows to the continent (UNCTAD, 2001b). In 2000, 
it ranked first in Africa, whose share as a continent in total FDI rose from 1.0 per cent in 
2000 to 2.0 per cent in 2001 (UNCTAD, 2002: 49). 26 out of the 100 world’s largest 
TNCs were in the early 2000s involved in Egypt’s automobile, petroleum, electronics, 
chemicals and pharmaceutical industries.376   
 
Egypt’s Transnationality Index (percentage), a ‘complex measure of the extent of a 
country’s involvement in international production’ (UNCTAD, 2000: 4), stood at more 
than 10 in 2002 (UNCTAD, 2005).377  Egypt featured in the period of 1986 to 2000 in 
UNCTAD’s classification among the group of countries with an average annual FDI 
growth rate of 0.9-9.0 per cent (UNCTAD, 2001, chap.1, table 1.2). From less than US$ 
200 million in 1990/91, FDI in Egypt increased to US$ 1.104 billion in 1997/1998, 
reaching US$ 1.656 billion in 1999/2000,378 before going up to as high as US$ 5.376 
billion in 2005 (UNCTAD, 2006).379  There has been a considerable increase in the 
number, as well as in value, of investment projects.380  Approvals by GAFI in the two-
year period between FY 1995/96 and FY 1996/97 were more than those in two decades 
spanning between 1975 and 1995; projects approved during the period of 1995-2000, in 
terms of equity values, amounted to quarter to third of the cumulative stock of projects; 
approval rate increased from an average of 33 projects per year between 1970 and 1975, 
to 126 projects per year in the period of 1990-1995, reaching more than 200 per year 
between 1995 and 2000 (GAFI, 2001-2002). There were, according to GAFI’s Chairman, 
around 400 different TNCs in Egypt, operating in various fields.381   
 
Egypt has attracted a sustained amount of foreign investment from American, European 
and Arab sources, with non-Egyptian Arabs, especially from the Gulf countries and 
Libya, becoming involved in the privatisation of its banking, construction, tourism, land 
reclamation and petrochemicals sectors (Sullivan, 1999).382  The US, as a country, held 
                                                 
376 Monthly Economic Digest and Quarterly Economic Digest of the Ministry of Foreign Trade, various 
issues. 
 
377 The Transnationality Index is the average of the four shares: Direct Investment (DI) inflows as a 
percentage of gross fixed capital formation for the past three years; DI inward stocks as a percentage of 
GDP; value added of foreign affiliates as a percentage of GDP and employment of foreign affiliates as a 
percentage of total employment (UNCTAD, 2000, Overview). 
 
378 Inter-Arab Investment Guarantee Corporation (2000: 265-72).   
 
379 There was a downturn in foreign (direct and portfolio) investment in Egypt during the period of 2001-
2003, amid the post-September 11 economic slowdown, and the uncertainty surrounding the war in Iraq 
(UNCTAD, 2004, and US Embassy, 2003: 1). 
 
380 al Ahram al Iqtisadi, various issues. 
 
381 http://www.gafinet.net (accessed in July 2003) 
 
382 Measurements of FDI in Egypt vary according to the source and definitions employed in the calculation; 
with Egyptian sources occasionally not distinguishing between Egyptian and other Arab investors, 
discrepancies in FDI data are not uncommon, including an underestimation of foreign investment stocks 
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during the 1990s the largest FDI stock,383  which stood at around US$ 2.959 billion by 
the end of 2002, according to the US Embassy in Cairo, based on information from CBE 
and the US Department of Commerce (US Embassy, 2003: 23-24). In 2001, the UK, with 
LE 3.430 billion, nearly 21 per cent of the total foreign (non Arab) investment stock, 
became the largest foreign investor in Egypt, ahead of the US (EBA, 2001: 35). A quarter 
of all approved projects were in the mid-1990s made by Arab investors, mainly in 
construction and industries with somewhat passive financial commitments (less in sectors 
requiring advanced technical and managerial expertise) (UNCTAD, 1997b). The share of 
Saudi Arabia and Kuwait in total (Arab and foreign) investment stock at the end of 
September 2001 was 15 and 11 per cent respectively (EBA, 2001: 30 and 35). 
 
Egypt, as a location for TNCs operations, GAFI believes, is ‘increasingly attractive, 
given the country’s major advantages in availability of natural resources, skilled and 
competitively priced work force, geographic location, advanced infrastructure, and in the 
opportunities for combining trade and investment strategies […].’384 The American 
Embassy finds Egypt’s large domestic market, proximity to major markets in Europe and 
the Arab Gulf, and status as the political and cultural center of the Arab world as making 
it a potentially attractive destination for foreign investors interested in production for both 
the local market and exports (US Embassy, 2003).  
 
Egypt’s competitive advantage factors, as the source of attraction to FDI, were identified 
by UNCTAD as political stability, domestic market growth rate, skilled labour, credit 
worthiness, low wages and trade agreements with the US and the EU, (1999b: 47, 
Fig.III.3). Investment in Egypt, according to GAFI’s Chairman, has an average rate of 
return of 22 per cent which is a higher rate than other developing countries. (GAFI, 2001-
2002). There are ‘sufficiently reliable utility services’ such as electricity, water, sewage, 
telecommunication and IT, professional services and real estate (Louis et al, 2004: 75).  
 
Pharmaceutical TNCs, for which the legal protection of IPRs is crucial, and are unlikely 
to invest in markets where such protection is weak (Saggi, 2000), have, nevertheless, 
been active for decades in the Egyptian market, known for its lax patent protection 
(Abdelgafar, 2003). They have ‘long realized that Egypt has a very large latent potential 
consumption rate’ (International Business Strategies, 2004: 5). Their decision to operate 
in the Egypt is also related to the ‘considerable degree of variation in the regulatory 
regimes across countries,’ which makes it easier to set up manufacturing facilities for 
local demand, particularly in the case of large markets (El-Shinnawy and Handoussa, 
                                                                                                                                                 
and flows (Sullivan, 1999). GAFI’s keeps records of investment in all sectors, with the exception of oil and 
gas industries, which are held by the Ministry of Petroleum. The figures, which are calculated in Egyptian 
pounds at the historical value and rate of exchange, are cumulative, with the start date on 1971, coinciding 
with the first investment Law 43 of 1971 (which was replaced by Law 230 of 1977, which was in turn 
substituted by Law 8 of 1997). 
 
383 Inter-Arab Investment Guarantee Corporation (2000: 272). 
 
384 http://www.gafinet.net (accessed in July 2003) 
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2004: 106). In more detail, Egypt’s attractiveness to foreign investment is attributable to 
the following factors: 
 
(1) Strategic geographic location  
Egypt occupies the north eastern corner of Africa, bordered by Libya to the west, Sudan 
to the south, Palestine, Israel and Jordan to the northeast, and has its north coast on the 
Mediterranean Sea, while its eastern coast is bounded by the Red Sea (Philip’s World 
Atlas, 1996). Its easternmost portion of the Sinai Peninsula, which is considered part of 
Asia, though most of Egypt is in the African continent, is the only land bridge between 
the two continents (CIA World Factbook, various editions). It is located at the heart of the 
MENA region (USDOC, 2002), as a ‘focal geographic bridge linking Africa and Asia,’ 
making it often the ‘object of numerous conquests’ by the Ptolemies, Romans, Greeks, 
Arabs, Fatimids, Mamluks, Ottomans, Napoleon Bonaparte and the British (FRD, 2003: 
Introduction). Through its territory cuts the Suez Canal, which connects the Red Sea to 
the Mediterranean, as a linkage vital not only to Egypt, but to the whole world economy 
(Philip’s World Atlas, 1996). Egypt is an important hub of international trade because of 
its strategic location on the route between the Mediterranean basin, and India and China, 
in between three continents.385  It is a major trade destination at the crossroads between 
Europe, the Middle East, Africa and Asia (West and South), confirm reports of the 
Business Studies and Analysis Center of the American Chamber of Commerce in 
Cairo.386
 
(2) Political and economic stability 
The country, following the last war with Israel in 1973 and the peace accord of 1978, has 
enjoyed a relatively stable political and economic situation (USDOS, 1996 and USDOC, 
2002). There have been no confirmed terrorist incidents since November 1997 (EIU, 
06.04.2005). Political stability in Egypt, reported the Heritage Foundation, in its Index of 
Economic Freedom, has been ‘enhanced by the government’s success in containing the 
radical Islamic movements that threatened the country with persistent terrorism in the 
early 1990s’ (Miles et al, 2004). In a continuous counter-terrorist campaign, militant 
Islamist groups responsible for armed insurgency have been ‘crushed by the security 
forces,’ and many of their members were ‘driven out of the country,’ leaving them with 
‘little choice but to declare ceasefires’ (EIU, 06.04.2005). The government, with its high 
internal political power, exercises a tight control on borders and civil order (Field, 2001). 
Police and security forces are on guard throughout the country (US Embassy, 2003: 20). 
The escalation of violence in the Palestinian territories and the outbreak of the war in Iraq 
instigated large demonstrations in Cairo and Alexandria, but property damage was 
incidental, not seriously affecting foreign businesses (USDOC, 2002).387  The 
                                                 
385 FEI, Industrial Egypt, Quarterly Bulletin and Yearbook, various issues. 
 
386 American Chamber of Commerce, Business Monthly, various issues. 
 
387 al Ahram al Iqtisadi, various issues. 
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government showed its determination to protect foreign interests and opposition to 
boycotts of US products (US Embassy, 2003: 20).388
 
The domestic economy was relatively successful in withstanding the adverse effects of 
external economic shocks (Field, 2001). Official key economic indicators (real economy 
and fiscal and monetary aggregates) show a noteworthy improvement in macroeconomic 
performance, attributable to the series of IMF arrangements, though the massive external 
debt relief, following Egypt’s participation in the Arab Gulf War coalition, had a 
considerable, positive effect.389  A relative success was recorded in taming of inflation, 
slashing of budget deficits, and building up of foreign reserves, with the real GDP growth 
in the period from 1990 to 2001 in the five per cent range, and the real GDP of the 
manufacturing sector increasing annually on average by 4.8 per cent (Europa World 
Yearbook, 2000: 1314). There was a relative amelioration in the overall financial 
situation during the late 1990s, with increases in Gross Domestic Saving (LE billions) 
from 26.50 in the FY 1993/94 (Egyptian Fiscal Year runs from July to June) to 44.00 in 
the FY 2000/2001; in Gross National Saving (LE billions) from 45 in 1996/1997 to 59 in 
2000/2001; and in Gross Domestic Investment (LE billions) from 29.00 to 54.60 in the 
same period; the Saving-Investment (S-I) gap became narrower, from 3.60 in 1993/1994 
to 1.10 in 1998/1999.390 The budget deficit (percentage of GDP) decreased from 6.4 in 
1991/92 to 2.9 in 1998/99, and the period average inflation (percentage) was down from 
21.1 in 1991/1992 to 2.4 in 2001/2002.391 The country, in the late 1990s, pointed out a 
report by the Ministry of the Economy, had virtually no budget deficit, low inflation, 
comfortable balance of payment and stable exchange rates in an open economy (1999a, 
Preface). Its total external debt, the Prime Minister declared, was in 2000 the lowest in 
the past 50 years (al Ahram Daily, 13.09. 2001).392   
 
The share (percentage) of private sector in industrial production, according to official 
data, increased from 23 in 1974 to 32 in 1982, to 40 in 1985 (al Ahram al Iqtisadi, 
18.05.1987), reaching 49 in 1999 (CAPMAS).393 Private sector’s total share (percentage) 
                                                 
388 American Chamber of Commerce, Business Monthly, various issues. 
 
389 Egypt, among the first Arab countries to condemn the Iraqi invasion of Kuwait in August 1990, sent 
troops to the Gulf immediately, prompting the US to cancel approximately $7 billion of military debt upon 
launching the land offensive to liberate Kuwait in January 1991 (Asharq al Awsat Weekly, various issues). 
 
390 Monthly Economic Digest and Quarterly Economic Digest, Annual Series (Economic and Financial 
Indicators), Ministry of Foreign Trade, various issues. 
 
391 Monthly Economic Digest and Quarterly Economic Digest, Ministry of Foreign Trade, various issues. 
 
392 Egypt’s economy is gradually recovering from the sharp downturn of 2002, but with a growth rate still 
far below what was achieved in the 1990s. The country's real Gross Domestic Product (GDP) grew 2.9% in 
2003, after achieving real growth of only 1.6% in 2002. Real GDP growth is forecast at 3.6% for 2004, 
with an upward trend toward 5.5% by the end of the current decade (US EIA 2004). The government’s 
decision to float the value of the Egyptian pound in late January 2003 and the pound’s subsequent 
depreciation have led to an improvement in Egypt’s current account (US Embassy, 2003). 
 
393 Annual Industrial Output Statistics, various issues. 
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in GDP increased from 61.2 in 1991/92 to 72 in 2001/2002.394 It contributes to 
approximately 70 per cent of GDP, declared the President, in April 2002, on the occasion 
of Labour Day.395 Its share in GDP has been growing by around 1.5 per cent per year, 
confirmed the US Energy Information Administration (US EIA, 2004). Between 1995 
and 2002, according to the Egyptian Business Association, private investment exceeded 
50 per cent of total investment in Egypt (CAPMAS),396 with the share of Egyptian 
private investors in total joint investment increasing from LE 39,375 million in 1998 to 
LE 101,826 million in 2001 (EBA, 2001: 29).  
 
Egypt, as Field concluded, is stable, and is gradually becoming more prosperous (2001). 
It has, according to government sources, ‘a complete and balanced economy’ and ‘its 
well integrated structure ensures sustained growth in a diversified environment where 
sectors such as manufacturing, energy, agriculture, tourism and services interact to create 
economies of scale;’ it ‘generates a balanced distribution of the nation’s income, 
employment and export revenues and multiplies the opportunities for investment and 
growth.’ (GAFI, 2001-2002). Economic reforms, particularly the liberalisation of the 
investment regime, according to Subramanian and Abd-El-Latif, have increased the 
confidence of private (foreign and Egyptian) investors in the stability of the domestic 
market (1997). 
 
(3) Human resources quality  
Egypt, with a population of around 77.50 million (July 2005 est.) is the largest Arab 
nation, and one of the most populous countries on the African continent (CIA World 
Factbook, 2005). Its large labour force (more than 20.60 million in 2001) includes, in 
addition to the semi-skilled and unskilled, highly qualified and skilled workers (BSAC, 
2001).397  Its work force has a reasonably well-educated, English-speaking proportion 
(USDOS, 1996 and USDOC, 2002). It has 13 large public universities, including al Azhar 
University in Cairo (founded in AD 970, considered as the world’s oldest, continually-
existing institution of learning), which provide a large supply of educated and specialized 
personnel (Ministry of Higher Education and Scientific Research). The large number of 
medical, pharmacy and science graduates is considerably higher than the capacity of the 
economy, and many (like hundreds of thousands of Egyptian skilled and unskilled 
Egyptian workers,) have during the past decades been seeking employment abroad, on 
temporary and permanent bases.398  The main foreign destination of numerous physicians 
and medical practitioners, as part of the departing labour, is the Arab Gulf region, show 
the Annual Reports of the Ministry of Manpower and Immigration in Cairo, which also 
                                                 
394 Monthly Economic Digest and Quarterly Economic Digest of the Ministry of Foreign Trade, various 
issues. 
 
395 http://www.presidency.gov.egy (accessed in July 2002). 
 
396 Annual Industrial Output Statistics, various issues. 
 
397 Ministry of Manpower and Immigration, Annual Report, various issues.  
 
398 al Ahram al Iqtisadi, various issues. 
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helped in promoting Egyptian pharmaceutical products in those external markets (El-
Shinnawy and Handoussa, 2004: 111).399  The same is happening in North African 
countries, where many Egyptian physicians found employment (Embassy of Egypt in 
Tripoli, Unpublished data). Egyptian medicine, as a result of a long tradition of medical 
training, and the relative availability of resources and facilities, is highly valued by 
people in other Arab countries (Rubenstein, 1998: 1488). Many Arab nationals arrive in 
Egypt for medical treatment, while Arab physicians come to Egyptian Universities for 
advanced professional training (Morsy, 1993: 27-8). 
 
Egypt’s vast source of inexpensive and relatively productive labour, capable of achieving 
through modern training techniques satisfactory standards at low cost, is particularly 
attractive for the skill-dependent, technology-intensive pharmaceutical TNCs (BSAC, 
2001). Wages, estimated at less than 15 per cent of production costs, which makes 
intermediates account for about 50 per cent, are extremely competitive (CAPMAS).400  
 
Egypt’s institutional base of S&T, in comparison to other developing countries in the 
continent, shows some elements of strength; along with a long tradition of commitment to 
encouraging S&T, with the involvement of Egypt’s Academy of Scientific Research and 
Technology (ASRT), the Ministry of Higher Education and Scientific Research, and the 
Ministry of Industry, the local technical skill base compares favourably with those of 
many of its neighbouring countries; the number of patents applications by non-residents 
and residents in Egypt in 1996 was the highest in the Arab countries (ERF, MENA Trends 
Reports, 2002: 69). Egypt, in pharmaceutical innovation capacity, enjoys a competitive 
advantage, as far as number of scientists and technicians are concerned, as well as basic 
infrastructure and relevant costs (noticeably lower than in developed countries) 
(Shaarawi, 1996: 10).401  It boasts of several universities, institutes and specialized 
centres with focused industrial R&D, jointly undertaken with the private sector; it was 
shown in a UNESCO regional study on 18 Arab countries to have an overall edge in 
science output, including the highest ratio (percentage) of R&D personnel in total 
population, considerably more than twice its population share (1998). The SWOT survey 
of the American Chamber of Commerce in Cairo identified the ample supply of 
physicians, dentists and pharmacists, together with low labour costs as some of main 
strengths of the pharmaceutical industry in Egypt (al Ahram Weekly, 28.08.2003). The 
special fund, which the MOHP announced in November 2004 that it will create to 
stabilize prices of local pharmaceutical products, will be mainly used to support R&D 
efforts of local companies (details about the fund’s operations are not available) (USTR, 
2005: 181). 
 
 
                                                 
399 GSK Egypt, in particular, seems to have been capitalising on the presence of Egyptian physicians in the 
Gulf region, increasing its exports from Egypt to that region since the 1990s (El-Shinnawy and Handoussa, 
2004: 111). 
 
400 Statistics on Employment, Wages and Work Time, various issues. 
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(4) Relatively broad and diversified industrial base 
Egypt has seen as far back as the mid-nineteenth century serious moves towards modern 
industrialization (kept back by the European powers, primarily Britain, which preferred 
preserving the country as a source of raw materials and a market for manufactured goods) 
(Crouchley, 1938). It is, together with Morocco and Syria, the most industrially advanced 
Arab country (al Ahram Weekly, 24.02.1999). It has, in comparison to other developing 
economies, particularly of the MENA region, a relatively broad industrial base.402 Its 
industrial sectors employed 21.90 per cent of the work force in 1995, and provided 32.50 
per cent of GDP in 1997/1998 (Europa World Yearbook, 2000: 1314). The share 
(percentage) of semi-manufactured goods and finished goods in total exports of the 
country in Jan-June 2001 period was 13.90 and 28.30 respectively.403  
 
The manufacturing base was stronger in 1996 than in 1980, and exports of manufactured 
goods, as a percentage of total exports, were increasing since 1985 (Sullivan, 1999). 
There was, according to CAPMAS,  an expansion in industrial activities, including in 
non-traditional, high technology sectors, with the number of workers in productive plants 
and exports of manufactured commodities making about 4-fold and 3-fold increases 
respectively, in the period from 1991/1992 to 1999/2000 (2002). The industrial base is 
also becoming more diversified, with the automotive, textiles, consumer electronics, 
cement, iron and steel, aluminium, chemical and pharmaceutical industries among the 
most dynamic sectors (ERF, MENA Trends Reports,2003-2004). 
 
The pharmaceutical sector Egypt, the cradle of medical innovation in the time of the 
Pharaohs, is one of the oldest, strategic industries of the country (Riyad, 1998, and 
BSAC, 2001) It is, in comparison to other manufacturing sectors, one of the most vibrant, 
with notable annual growth rates (Business Egypt Today, 2000: 57-64). At 3.17 per cent 
of total manufacturing output in 1990, it ranked 7 in Egypt’s Top Ten Ranking 
Manufacturing Activities, moving to 6 at 3.53 per cent in 1997 (ERF, MENA Trends 
Reports, 2002: 69). Its total employment of 50,000-60,000 in 1997 (Subramanian and 
Abd-El-Latif, 1997) went up to nearly 80, 000 in 2003 (CBE, 2004). 
 
Egypt has the highest level of R&D expenditure (percentage relative to GDP) among 18 
Arab countries (UNESCO, 1998). The R&D departments of its domestic pharmaceutical 
firms (more advanced in the private sector than in the public sector), 404  though not as 
strong as those of the foreign affiliates, are above those of other countries in the 
region.405 The largest private company, the Egyptian International Pharmaceutical 
Industries (EIPICO), is well-known for its R&D, particularly in the bio-pharmaceutical 
                                                                                                                                                 
401 Egypt, in comparison to most developing countries, has an acceptable number of physicians, dentists 
and pharmacists (60, 9, and 5 per one thousand of population respectively) (CAPMAS, 2002). 
402 Annual Industrial Output Statistics, various issues. 
 
403 Calculated from Monthly Economic Digest, Ministry of Foreign Trade (October 2001). 
 
404 al Ahram al Iqtisadi, various issues. 
 
405 Jordanian Association of Pharmaceutical Manufacturers (2001). 
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field (products of biological origin or DNA).406 It collaborates with El-Azhar, El-
Mansoura and Assiut Universities in phyto-pharmaceutical research (separation and 
evaluation of plant extracts), which holds the potential to create the sector’s competitive 
advantage (Business Egypt Today, 2000: 57-64).407  The Export Development Bank and 
the Industrial Development Bank have specific technical departments that assist the 
private sector (GAFI, 2001-2002). 
 
Pharmaceutical exports, in comparison to other industrial goods, ranked high among 
Egypt’s exports (Riyad, 1998), and their share in Egypt’s exports was larger than their 
respective share in world trade, with the Revealed Comparative Advantage (RCA) 
indicator confirming the comparative advantage of the local industry in exportation 
(Ministry of Economy, 1996). Egypt, according to the Cabinet’s IDSC, ranks seventh in 
pharmaceutical exports in the MENA region, in a better position than UAE, Algeria, 
Saudi Arabia, Turkey and South Africa.408  They are, in terms of the country’s aggregate 
production, fairly low, not exceeding 5-6 per cent of total output (US DOS, 2003 and 
International Business Strategies, 2004). They are low compared to Jordan, which exports 
40 per cent of local production (Jordan Times, 25 June, 2002).  
 
Pharmaceutical exports, as a share of total exports, increased from 1.70 to 5.30 per cent 
between 1980 and 1993 (CAPMAS).409 Their total value went up from US$ 30 million in 
1995 to US$ 100 million in 1999, and US$ 104 million in 2000, reaching US$ 107 
million in 2001 (USDOC, 2002). They are ‘expected to grow steadily in the short term as 
exporters become increasingly aware of the potential of the export sector in the wake of 
the continued modernisation of the sector,’ points out Business Monitor International 
(2004: 7). Nearly two thirds originate from foreign subsidiaries and domestic private 
companies, and the remaining by the domestic public sector, with EIPICO (responsible 
for 30 per cent of total exports) emerging as the largest exporter (Ministry of Foreign 
Trade).410  Amoun Pharmaceutical Industries Company (APIC), then ranked fourth among 
Egyptian companies, which was taken over in 2000  by then Glaxo-Wellcome, had strong 
export links to the US, Romania, Russia and 14 Arab countries (El-Shinnawy and 
Handoussa, 2004: 112). They go to Arab, African and European markets (International 
Business Strategies, 2004), to 81 different countries, according to the Prime Minister, in a 
ministerial meeting in November 2003.411  
 
                                                 
406 http://www.epico.com.eg  (accessed in July 2002) 
 
407 In this untapped area, the abundance of plants with medicinal value and research institutes’ relatively 
advanced scientific knowledge promise to help the industry to accomplish more (Business Egypt Today, 
2000: 57-64). 
 
408 www.idsc.gov.eg (accessed in March 2003). 
 
409 Annual Industrial Output Statistics, various issues. 
 
410 Monthly Economic Digest (Annual Series, Economic and Financial Indicators).   
 
411 http://www.arabicnews.com  (accessed in January 2004) 
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(5) Large, growing internal market 
Egypt’s economy is the second largest in the Arab World (CIA World Factbook, 2003). It 
is expanding and becoming more diversified, becoming less associated with agriculture, 
particularly cotton, which has traditionally been (USDOC, 2002). Its internal market, 
which is considerably large by regional standards, due the sheer size of its population 
(Economist Intelligence Unit, 2004), is also expected to show rapid growth, confirmed 
the Economist Intelligence Unit (2004).412
 
Egypt’s consumption of pharmaceuticals, composed of 85 per cent prescription medicines 
and 15 per cent OTC items, with the value of US$ 1.10 billion per year, is the highest in 
the MENA region (International Business Strategies, 2004, and Espicom Healthcare 
Intelligence, 2004). The Egyptian pharmaceutical market, shared between the local 
companies and the TNCs, is the largest among the MENA countries (MOHP, 2002, and 
Business Monitor International, 2004). It is, although small by developed countries’ 
standards, ahead of Saudi Arabia’s market, greater than the markets of Morocco, Algeria, 
Tunisia and Libya combined (CBE, 1997). It accounted in 2003 for 30 per cent of the 
entire MENA pharmaceutical market (International Business Strategies, 2004). The 
pharmaceutical market in Egypt has shown a considerable growth, notably since the 
1980s, with total sales increasing from 1991 to 2002 by over 150 per cent (MOHP, 2002). 
Its total value increased from LE 4.10 billion in 1999 (BSAC, 2001) to LE 4.79 billion in 
2002 (ECB, 2003). Per capita consumption of medicines, still relatively low by regional 
standards (Business Monitor International, 2004),413  has risen twice as fast as real GDP 
in the period of 1987-1999 (IMS Health, 1999). EFG-Hermes estimated a per capita 
consumption growth rate of 4.30 per cent in 2000, compared to 3.30 per cent in 1998 
(Business Today Egypt, 2000: 57-64).414   
 
The pharmaceutical market in Egypt was expected to grow faster than both the population 
and GDP, reported a study by HSBC Securities, released in February 1999 (Business 
Egypt Today, 2000: 57-64). The Dept. of Commerce, in its Country Commercial Guide, 
estimated that the local market, at US$ 1.32 billion in 2000, could grow annually by 3.60 
per cent (USDOC, 2002). Espicom Healthcare Intelligence found the growth rate to be 
4.50 per cent annually (2004). In its Egypt Pharmaceutical Survey, Business Monitor 
                                                 
412 From five to ten million of Egypt’s population enjoy Western consumption patterns, while the rest, 
though poor, have their life style, habits and needs changing rapidly, concluded more a decade ago the US 
Department of State in its Country Commercial Guide (USDOS, 1996). 
 
413 Per capita annual consumption for 1998, according to the databank of EFG-Hermes, a leading 
investment bank in Egypt and the MENA region, was US$ 18.20, as compared to US$ 34.10, 35.40 and 
171 for Kuwait, Qatar and developed countries respectively (Business Egypt Today, 2000: 57-64). It was in 
2003 equal to US$ 19 per capita (Espicom Healthcare Intelligence, 2004).  
 
414 The demand for pharmaceuticals has significantly been influenced by the de facto absence of distinction 
between subscription and OTC products as a major feature of the local market; almost all pharmaceuticals, 
with the exception of a few, falling in the broad category of narcotics, can be obtained without prescription; 
the extremely common self-prescription makes per capita intake of several prescription medicines, 
including antibiotics, very high, relative to other markets (El-Shinnawy and Handoussa, 2004: 102). 
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International calculated that current market growth is expected to continue in the short 
term, and the market will reach US$ 2.30 billion at retail prices by 2006 (2004). Its value, 
according to International Business Strategies, is anticipated to reach US$ 3.00 billion per 
year by the year 2015 (, 2004).  
 
The local pharmaceutical industry in Egypt is facing with the threat of competition over 
foreign investment from other markets like Jordan, India and Southeast Asia, observed 
the SWOT survey of the American Chamber of Commerce in Cairo (al Ahram Weekly, 
28.08.2003). However, the level of profitability of investment in Egypt, in comparison to 
other countries, is relatively high.415 Affiliates of US TNCs, for example, reported in 
Egypt in 1995 an average rate of return of 22 per cent, clearly higher than in other 
developing regions, and twice as much as the average in Europe (UNCTAD, 1999b). 
They express satisfaction with investment revenues in Egypt’s large market, which has a 
strong potential for long-term growth, noted the US Embassy in its Investment Climate 
Report (2003). Pharmaceutical TNCs, according to the Cabinet’s IDSC, are encouraged 
to set up manufacturing subsidiaries in Egypt by the population growth, a major driving 
force in the pharmaceutical industry.416  They invest in order to ‘gain access to the large 
and growing local market,’ pointed out MENA Trends Reports (ERF, 2002: 74). Being 
the largest market in the MENA region (and a gate to Arab and African markets) is a 
major source of strength for the pharmaceutical industry in Egypt, confirmed the 
American Chamber of Commerce in Cairo in its SWOT survey (al Ahram Weekly, 
28.08.2003). The local pharmaceutical market, with its sizable resource base, according 
to GAFI, is a magnet not only for market seeking FDI, but also for resource-seeking 
types.417   
 
The Egyptian economy has the capacity to absorb higher levels of foreign investment, a 
measure of which is partially found in the capitalization of its stock markets, greatly 
aided by the Capital Markets Law of 1992 and Law 8 of 1997. The total capitalization of 
the Egyptian stock market, until the enactment Capital Markets Law of 1992 just US$ 
3.00 billion, increased to US$ 4.00 billion in 1994, to US$ 14.00 billion in 1996,  
reaching US$ 20.00 billion in 1997 (Sullivan, 1999). Its value went up to US$ 26.00 
billion in 2003 (American Chamber of Commerce, Business Monthly, Sep. 2003). 
 
(6) Bureaucratic policy and legal instruments 
The government bureaucratic elite in Egypt, despite the requirements of the agreements 
of GATT and Egypt-EU Partnership accord,  did not in the local pharmaceutical industry 
cut back on the ‘decrees, laws and obstacles and impediments,’ of Nasser’s 
nationalization era, which ‘heavily burdened’ it, points out the Egyptian Pharmacy 
Syndicate.418  They have been criticized for maintaining excessive bureaucracy and 
                                                 
415 American Chamber of Commerce, Business Monthly, various issues. 
 
416 www.idsc.gov.eg (accessed March 2003) 
 
417 http://www.gafinet.net  (accessed in July 2003) 
 
418 http://www.pharmawebegypt.com  (accessed in July 2002) 
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lacking transparency in decision making (Mazhar, 2001), as well as for the partial and 
inconsistent execution of regulations (al Ahram Weekly, 28.08.2003).  
 
They, through large public organisations like DPPC, CAPA and NODCAR, continued to 
centrally supervise and coordinate: (1) importation, manufacturing, distribution and 
exportation of all public and private pharmaceutical companies, and (2) flow of 
information between local and international drug authorities and agencies (Riyad, 1998 
and BSAC, 2001). They remained in full control of manufacturing licenses, testing, 
product registration and pricing (El-Shinnawy and Handoussa, 2004: 107-8), which 
continued to impose ‘control policies and restrictions’ Harik, 1997: 55). They maintain 
‘strict control of the types of drugs that can be imported’ (BSAC, 2001: 11), ban the 
import of many pharmaceuticals in finished dosage form (PhRMA, 2002-2003), and only 
permits breakthrough products, with no local alternatives, or possibility of local 
production (al Ahram Weekly, 13.04.2000 and BSAC, 2001: 11), directly from the 
manufacturer, with official certification on sale and use in the country of origin (EFG-
Hermes, 1999: 6). They have been prohibiting imports of numerous items since 1986 
(Harik, 1997: 54), including natural products, vitamins and food supplements in finished 
form, allowing only their local production, under license, or from imported ingredients 
and pre-mixes, in accordance with its specifications (MOHP, 2002).  
 
They make obligatory the registration of all pharmaceutical products (BSAC, 2001: 9), 
disallow registration of those advertised without official approval (al Ahram Weekly, 
13.04.2000), and limit registration to no more than four similar products (thought to 
reduce the ability to expand product lines, another area of difficulty for foreign investors, 
confirmed the Egyptian Pharmacy Syndicate).419  They request, for the registration of 
each product, the submission of 17 different documents in several lengthy procedures 
(DPPC, unpublished data, 2000), and, for the introduction of new products or changes in 
production techniques, both establishment and operation licenses, which usually take 
much time to obtain (Anderson and Martinez, 1996).  
 
The government elite’s main policy instrument in the local pharmaceutical market has 
been the public price system, confirmed Business International Monitor (2004: 5). The 
Pharmaceutical Pricing Committee at the DPPC (BSAC, 2001: 9), has since the early 
1960s been imposing ‘strict price control’ (USDOC, 2002) on both Egyptian and foreign 
companies, even if investment laws guaranteed a free pricing hand for private investors 
(Ghunaim, 1986, Hamid, 1997, and al Ahram Weekly, 13.04.2000).420  They continued, 
as PhRMA’s submission for the National Trade Estimate (NTE) Report on Foreign 
Trade Barriers concluded, to ‘maintain an onerous price control system’ (2000-2001), 
making pharmaceuticals as the most important sector, outside of energy, in which prices 
are controlled (USDOC, 2004). 
                                                 
419 http://www.pharmawebegypt.com  (accessed in August 2002) 
 
420 There are reports that even the Pricing Committee was overruled by the Minister of Health, who 
personally decided on prices, provoking complaints from producers as well as from the Chamber of 
Chemical Industries (Harik, 1997: 54). 
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For the government elite in Egypt, where due to the low income of the majority of the 
population, the pharmaceutical market has traditionally been price-sensitive, and cost 
considerations often more important than quality (USDOC, 2002), any price rise has 
considerable ‘political and social consequences’ (al Ahram Weekly, 28.08.2003). For the 
government elite, it is crucial to ensure the ‘affordability of medicines to the majority of 
the population’ (BSAC, 2001: 9), and at the ‘top of the list of priorities,’ as the Public 
Enterprise Minister confirmed in a meeting of the People’s Assembly Economic 
Committee in August 2003, is ‘making reasonably priced medicines available to all.’421  
Its policy is to subsidize public sector pharmaceutical companies with high subsidies 
(Harik, 1997: 39, and Riyad, 1998), about LE150 million annually (Subramanian and 
Abd-El-Latif, 1997). The ‘tight government pricing polices’ made prices of medicines in 
Egypt ‘among the lowest in the world’ (El-Shinnawy and Handoussa, 2004: 102).422 
Most prices have not been raised since 1993 (USTR, 2004), with  many of the current 
prices were years ago set by a Representatives Committee (made of high-ranking officials 
from the Ministries of Health, Economy, Finance and Industry), on the basis of the 
cheapest available substitutes; a blanket cost-plus formula, permitting a 15 per cent profit 
margins on essential drugs, 25 per cent on non-essentials, and 50 per cent on OTC 
category, is applied, whether they are original or merely copied products (El-Shinnawy 
and Handoussa, 2004).423   
 
The government price control system, criticized as lacking a transparency, or ‘based on 
nontransparent criteria’ (USTR, 2005: 180), only allowed limited price increases for a 
few products (USTR, 2005), since it is ‘focused on the social dimension of drugs rather 
than the profitability of pharmaceutical companies’ (BSAC, 2001: 9). It restricts 
regaining financial losses from inflation, and from higher costs of raw material inputs, as 
a result of currency exchange rate movements (El-Shinnawy and Handoussa, 2004: 112 
and PhRMA, 2000-2001). The government, with its ‘strictly controlled’ pricing, created 
‘much friction with the industry’ (Business Monitor International, 2004: 5), and erected a 
major hurdle for producers (Harik, 1997: 55, and El-Shinnawy and Handoussa, 2004: 
108). It limited profit-making from R&D spending, and constrained recovering of 
expenditure on promotion and annual adjustment for inflation (BSAC, 2001: 9). As a 
result of  ‘government’s insistence that they sell at a subsidized price,’ manufacturers 
‘suffer’ (al Ahram Weekly, 13.04.2000), considering their reliance on imported inputs, 
and the loss  of the Egyptian pound in value against the US dollar, as much as 80 per cent 
in June 2000 (USTR, 2005). The price control, which prevents adjustments to 
depreciations of the Egyptian pound (USTR, 2005: 180), made the foreign subsidiaries 
complain that the ‘exchange rate difference ate their profits’ (al Ahram Weekly, 
28.08.2003). It is, pointed out a study by Prime Securities, identified by TNCs as a ‘threat 
                                                 
421 http://www.arabicnews.com  (accessed in January 2004). 
 
422 Prices of medicines in Egypt, according to President Mubarak, are on average not more than 20 per cent 
of world prices (al Ahram, 25.08. 1988). 
 
423 Even when the Minister agreed to allow companies to raise the prices of some products that are not for 
critical illnesses by 15 to 30 per cent, the base price was so low that the permitted increases did not, in most 
cases, add more than a few piasters per medicine (Harik, 1997: 54). 
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to the industry,’ exposing the ‘whole sector’s profitability structure’ and bringing on it 
‘more pressure’ (al Ahram Weekly, 28.08.2003). It faces ‘mounting complaints,’ 
following the successive devaluations of the Egyptian pound, by ‘pharmaceutical 
companies operating in Egypt, local and foreign alike,’ that it ‘increasingly affected the 
profitability levels of all’ (El-Shinnawy and Handoussa, 2004: 112). It makes many 
complain that ‘profitability has dropped sharply,’ or to be ‘operating at a loss’ (USTR, 
2005: 181).  
 
Another major policy-legal instrument of the Egyptian government, through which it has 
considerably for decades influenced the local pharmaceutical market is the ‘lax patent 
regime’ (Abdelgafar, 2003), based on Law 132 of 1949 (Law of Patents for Inventions, 
Designs and Industrial Models),424  which permitted domestic companies to heavily rely 
on the manufacturing of generics (Hamid, 1997, and Business Egypt Today, 2000: 57-64). 
Government rules on IPR and patenting, which ‘only provides patents for processes,’ 
helped the local production of generics to become ‘proliferated,’ making Egypt a 
‘predominantly multiple-source drug market’ (El-Shinnawy and Handoussa, 2004: 102). 
They, as Prime Securities reported, also allowed local companies to ‘import cheap 
generics from India or China’ (al Ahram Weekly, 28.08.2003), 
 
The state of government patent policy regime, combined with cost containment measures 
and price control regulations, according to TNCs, as Espicom Healthcare Intelligence 
notes, was lowering their profit margins (2004). Inadequate IPRs protection, like the 
restriction of pricing, as the Business Monitor International in its Egypt Pharmaceutical 
Survey confirmed, created a considerable friction between the government and the TNCs 
(2004: 5). It has for a number of years been as a problematic issue with the US 
administration, which has organised meetings between its experts and Egyptian officials 
in the field,425  and offered legislators, regulators, judges and lawyers scientific and 
technical support (BSAC, 2001: 12).  
 
Egypt was kept on the US ‘watch list’ and ‘priority watch list’ of countries, under Section 
301 of the US Trade Act of 1988.426 It was retained by the US Office of Trade 
Representative (USTR), following its annual review of the ‘adequacy and effectiveness 
of IPR protection by its trading partners,’ on its ‘Priority Watch List’ for trade piracy, for 
its ‘poor protection of IPRs,’ as ‘a major trade issue with the US,’ explained a Country 
Market Research Report by the Economist Intelligence Unit (08.01.2000: 49). Egypt was 
categorized by the USTR, in its annual ‘Special 301’ report, published in May 2002, 
among the countries which need to comply with the TRIPS agreement.427  It was moved 
by the USTR from the IPR ‘Priority Watch List’ to the ‘Watch List’ only in May 2003, 
following the Egyptian government enactment of Law 82 in 2002 (US Embassy, 
                                                 
424 www.idsc.gov.eg (accessed March 2003). 
 
425 American Chamber of Commerce, Business Monthly, various issues. 
 
426 American Chamber of Commerce, Business Monthly, various issues. 
 
427 http://www.phrma.org  (accessed in December 2002) 
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2003:14).428  The Egyptian government was reportedly threatened by the US in 1999 to 
lose US$ 500 million in economic aid if it was to join other developing countries in 
influencing WTO on compulsory licensing and parallel importation (buying patented 
products from sources other than the patent holder, often at lower prices).429  On the 
government to give up the transition period on IPRs and to liberalise the sector before the 
year 2005, pharmaceutical TNCs, particularly from the US, were exerting ‘huge 
pressure,’ pointed out the HCP Chairman before the Shura (Senate) Council (al Ahram 
Weekly, 24.02.1999 and 13.04.2000). The recommendation for the government was to 
reduce transaction costs, enact laws to counter monopolies, reform the judicial system 
and other state institutions, and protect property rights (Mazhar, 2001).  
 
The Egyptian government, in spite of the pressure (and threat) from developed countries, 
in particular the US and EU, to provide TRIPS levels of protection, showed an apparent 
reluctance to become less interventionist (Balat and Loutfi, 2004), which reflect its 
concerns over consequences of the new standards, given the weak local innovation 
capabilities (Abdelgafar, 2003). However, the focal point of government high officials 
engaged in devising a new Patent Law in Egypt has also been on TRIPS terms that 
‘furnish local producers with the flexibility to achieve the national interest of protecting 
public health, while providing local producers with the maximum possible protection in 
manner which does not trespass on the intellectual rights of developed nation’ (Ghanem, 
2002:14-15).430  The possible insertion in the Egypt’s draft Patent Law of a previously-
rejected provision that appeared in violation with the TRIPS agreement was a cause for 
concern for the US administration, which strongly urged the Egyptian government to 
correct the reported deficiencies before enactment by the legislature (BSAC, 2001: 12). 
                                                 
428 A draft IPRs was introduced on January 1, 2000 Law by the Ministry of Justice in Cairo, extending the 
term of patent protection from 10 to 20 years, with a provision for transferring patent protection to relatives 
of a deceased inventor within the 20-years period (Business Egypt Today, 2000: 57-64). On 29 May 2002, 
following two years of parliamentary debates, Egypt’s first independent IPRs Law came into being after 
passing through the People’s Assembly with a large majority (al Ahram Weekly, 06.06.2002). Law 82 of 
2002, with its 199 articles that unified and superseded previous laws in the field, substantially increased 
penalties for patent infringement, including three-year jail terms and fines of up to $10,000 per violation 
(ERF, MENA Trends Reports, 2003).  
 
429 ACT UP Press Release (30.09.1999). 
 
430 The preamble to the TRIPS agreement states that IP rights should ‘not themselves become barriers to 
legitimate trade’. Article 8 stipulates that, in framing national laws, members ‘may… adopt measures 
necessary to protect public health and nutrition, and to promote the public interest.’ Indeed, governments 
are permitted to allow the exploitation of a patent without the owner’s consent, provided that this is 
justified for the general public interest. Under Article 31, compulsory licensing can be granted to third 
parties on public health grounds, or in response to national health emergencies. National legislation can 
provide special rules for compulsory licences given to government agencies or contractors (eliminating the 
patent holder’s right to seek an injunction preventing the use of its patent - subject to adequate 
compensation). In addition, compulsory licences can be granted to restrain excessive prices. Where a 
patented product is marketed at a lower cost in another country, governments can allow parallel imports 
from that country in order to take advantage of the price differential – but only if this option is built into 
their national legislation. Although fiercely resisted by private companies, in both the developed and 
developing world, governments may also retain price controls, provided that they do not discriminate 
between foreign and domestic suppliers (WTO, 2001 and 2003). 
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The government was pressed by the US administration, and Western pharmaceutical 
TNCs, to also tackle in national legislation the issue of parallel importation (not covered 
by the TRIPS agreement).431   
 
Since for the Egyptian authorities ‘[p]rotecting the local industry and maintaining access 
to good standard of healthcare remains a higher priority than full harmonisation with 
international norms,’ in spite of ‘ongoing international criticism,’ it seems that ‘little in 
the way of amendments should be expected in the short term,’ noted Business Monitor 
International (2004:5). The MOHP, confirmed International Business Strategies, 
continued to ‘allow Egyptian companies to produce copies of pharmaceuticals developed 
by US firms and protected under Egyptian law’ (2004: 5). Throughout 2004, ‘copies from 
research-based industry were approved for sale in violation of the nation’s international 
obligations and in violation of Egypt’s laws and regulations,’ pointed out the External 
Affairs Director at Pfizer Middle East (Business Today Egypt, 2005). Egypt was in 2004 
again elevated by the US Priority Watch List, after the government in late 2003 allowed 
‘local manufacturers to produce copies of several US pharmaceutical products contrary to 
Egypt’s obligations to protect the holder of the intellectual property rights;’ the data 
protection problem appeared to ‘worsen in late 2004 when the Egyptian Ministry of 
Health apparently embarked on the approval of a significant number of copies of 
pharmaceutical products for marketing in Egypt,’ in violation of its ‘obligations under 
TRIPS, its own IPR law, Prime Ministerial Decree 2211 and assurances it has given the 
US Government on data protection,’ concluded in its latest report on Trade barriers the 
USTR (2005: 175). 
 
GAFI continued to take into account the transfer of technology as the main factor in 
compiling applications for investment (although, following liberalisation, the provision of 
a supportive internal environment for the transfer of technological capacities has also 
become important) in the local pharmaceutical industry, which is ‘striving to obtain 
technology transfer and branch into new products’ (USDOC, 2002). Its evaluation is 
largely based on the nature of technology and the training to be given on its use, the 
machinery and equipment to be imported, employment by nationality and category, and 
the impact of technology importation on the country’s balance of payments (USDOC, 
2003). GAFI is authorised under the local legal framework (Law 43 of 1974, and its 
amendment by Law 32 of 1977 on joint ventures) to actively give priority to projects that 
have an advanced technology component (GAFI, 2001-2002).  
 
5.5  Results of survey  
I conducted, through interviews in Egypt, during the periods from mid- December 1999 
to early April 2000, and from mid-January to mid-March 2005, a survey of private 
investor’s opinion of the role of the Egyptian government in the market. The respondents 
that participated in the interviews were 14 managers (and other officials) of local private 
pharmaceutical firms, and 10 representatives of foreign pharmaceutical affiliates and 
scientific offices in Egypt. They, in their answers to the survey’s open-ended questions, 
almost all, confirmed that they find significant restrictions on doing business in Egypt, as 
                                                 
431 American Chamber of Commerce, Business Monthly, various issues. 
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a result of bureaucratic rules, policies and formalities (which require a great deal of 
paperwork and time to deal with), as well as political interventions. They provided more 
details on the main policy areas in which local procedures and regulations they perceived 
as problematic, and on the business aspects in which there is more government direct 
interference:  
 
(1)  Market entry  
The screening and approval of investment and the operation of the incentive package are 
still problematic, even if the investment regime has generally become less onerous 
following the economic reforms. GAFI’s foreign investment promotion campaigns are 
biased, targeting TNCs that express more readiness to develop supply links with domestic 
enterprises. Certain articles of the Companies Law 159 of 1981, and its amendment by 
Law 3 of 1998, governing the establishment and operation of companies in Egypt, set out 
restrictive rules and procedures concerning incorporation in the local system, ownership, 
management, employment, repatriation of capital, fees and taxation. Under the 
Companies Law, foreign investors often need approvals from several different 
governmental departments. Company formation and operations are still hampered by an 
outdated and unnecessarily complex regulatory regime. Although, in principle, investors 
are assured of automatic provisional approval for projects in sectors that do not appear on 
a ‘negative list,’ any new investment entitled for incentives offered under Law 8 of 1997 
(under which most foreign investment projects are registered) remain in need of GAFI’s 
Board’s full approval (in order to be guaranteed incentives). There are, however, lengthy 
delays in approvals due to the Board’s irregular schedule, with meetings occasionally 
separated by months. The evaluation of applications under Law 159 (covers investment 
not benefiting from special incentives) often takes six months, even for projects not 
included in the ‘negative list.’ The impact of the government’s decision in 1996 to allow 
investment without GAFI’s prior approval remained unclear.  
 
In Egypt, a non-signatory of the WTO Government Procurement Agreement, the 
tendering process suffers from lack of transparency, poor enforcement of rules, 
interference and pre-arranged outcomes.  The Procurement Law gives national bidders a 
15 per cent price advantage, and requires open tendering for all large and important 
projects, and prohibits negotiations with the lowest bidder to modify tenders, except in 
final sessions. In practice, however, bargaining with several competing low bidders is 
routine. Specific legislation for dealing with monopolies, cartels, or conflicts of interest is 
lacking. Anti-competitive practices are a structural feature of the country’s relatively 
small economy (in comparison to developed countries), and most sectors, particularly 
pharmaceuticals, are still dominated by a few players, whether private or public. The lack 
of Antitrust Law and the existence of legal and administrative barriers compromise fair 
market conditions and equal treatment, while tending to inhibit, or make difficult and 
costly, the entry of new investors. On foreign investors, notwithstanding the general 
principle of being legally treated as nationals, restrictions still exist.432  As for ownership, 
                                                 
432 In order to create more competitive and fair business environment for both domestic and foreign 
enterprises, the government was in the process of establishing a competition enforcement agency. It was 
also planning to adopt a specific competition Law that incorporates provisions prohibiting anti-competitive 
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foreign investors must initially offer publicly at least 49 per cent of the shares, over the 
period of one month, to the local citizens; only in the case of lack of subscription by 
Egyptians, may foreigners own the majority of shares. In relation to management, the 
majority of directors must be Egyptian, and the board must include representatives of 
employees. The sum of the financial remuneration of foreign employees must not exceed 
35 per cent of the total payroll of any establishment. Termination of employment 
involves rigid and lengthy procedures. 
 
(2) Customs  
Importation in Egypt, due to the overlapping of authority domain of several ministries, is 
a particularly difficult area. There are also restrictions on imports, and only items 
required for the military, petroleum and civil aviation sectors, or serving as indispensable 
production inputs, after the approval of the concerned minister, are allowed. There is a 
long list of banned items, which can not be imported, regardless of payment of the 
assigned duty.  Some items were removed from the import ban list, but their importation 
is not without obstacles; not only their customs duty rates were substantially increased, 
but they were added to the list of commodities requiring inspection for quality control 
before importation, enlarging further the quality control list. Egypt’s quality control 
system is restrictive, frequently a major issue for importers. Quality control standards and 
procedures for imports are different from those imposed on local produce, carried out 
with faulty equipments by individuals often making arbitrary judgments. Health and 
safety regulations are uneven, and enforcement is complicated by the involvement of 
several agencies, laws and opinions.  
 
Despite the government’s commitment to the GATS and TRIMS of the WTO, local 
content in inputs of up to 60 per cent are still required, in order to qualify for customs 
duty reductions.433  Customs duty assessments are often arbitrary, and rates charged are 
higher than those in the Tariff Code. Tariffs are calculated from the so-called ‘Egyptian 
selling price,’ based on the commercial invoice that accompanies a product the first time 
it is imported. Customs authorities, which retain information from the original 
commercial invoice, expect subsequent imports of the same product (even if from a 
different supplier) to have a value no lower than the first shipment. Customs officials, in 
order to counter under-invoicing, which they believe is widely practiced for customs 
valuation purposes, routinely increase invoice values from 10 to 30 per cent.  
 
(3)  Banking  
There are in local state-owned banks, which dominate the country’s banking market, 
stifling bureaucracy, massive overstaffing, low capitalization, heavy debt burden from the 
former socialist period, and a high percentage of poorly-performing loans (extended not 
only to public enterprises, but also to well-connected individuals). They are overly 
                                                                                                                                                 
practices and abuses of dominant market positions, like cartel agreements, etc. (http://www.sis.gov.eg 
accessed in December 2004)   
 
433 On the TRIMS Agreement see UNCTAD (2001: 167, Box V.2). 
 
 158
conservative, often demanding a counter guarantee equal to the amount borrowed as a 
condition to granting a loan. There are delays in the processing of requests for the 
conversion of Egyptian pounds to foreign currency for imports, loan repayment, and 
other purposes, ranging from a few days to several months. The repatriation of profits by 
foreign companies is also not without delays. There is in the acquisition of foreign 
currency the need to resort to parallel market transactions (which are illegal in Egypt), 
and the decision to float the pound, aimed at solving the problem of foreign-exchange 
liquidity and turnover, achieved little to improve the situation.  
 
(4) Taxation and judiciary 
The tax accounting system is not consistent with international norms, taxes are high and 
rates are irregular, and arbitrary tax assessments are imposed by the Tax Department 
officials, often assuming that private businesses make huge profits that remain 
undeclared, a legacy of earlier socialist era. Recent changes in the tax system, which had 
to correspond to amendments in Investment Law, were trivial and not well thought out, 
particularly those dealing with exemptions. Up-to-date information on past and future 
changes to local tax rules remains necessary before entering the Egyptian market. As for 
the judicial system, it is not sufficiently fast and efficient, fraught with delays, 
difficulties, high costs and uneven standards and criteria. Certain laws and practices, like 
only Egyptian nationals may become certified accountants, and private and foreign air 
carriers may not operate charter flights to and from Cairo without the approval of the 
national carrier authorities, form barriers in several services essential for foreign 
investors.  
 
(5) Pricing 
Competition between producers and suppliers in the local market is determined by the 
price of medicines, which is the most important factor taken into account in prescriptions, 
in public health insurance schemes for a large number of patients. Manufacturers speak of 
the impact of the government rigid price control system in terms of financial losses, and 
the disregard for their repeated request for a revision of prices. They report on disputes 
with the Minister of Health, lengthy law court cases, closing down of factories and lay off 
of employees. Some of the producers had to resort to vintaging, introducing identical 
products at different times and selling the more recent ‘vintage’ product at a higher price. 
Even the granting of limited price increases, using a cost-plus formula agreed to with the 
World Bank, has not been without discrimination.  
 
(6) IPRs and patent law  
The protection of patents in Egypt was before January 2005 (the deadline to comply with 
the TRIPS requirements, when local firms not involved in joint ventures with TNCs were 
allowed to produce generics) far below international standards. Patent Act 132 of 1949 
provided a standard term of 15 years from the date of application, 5 years less than the 
international norm. A 5-year renewal could have been obtained only if the invention was 
of special importance, and has not yet been exploited to the extent that justifies 
compensation of patent holders. It contained exceptions for pharmaceutical products for 
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which the patent period was only 10 years (in an industry where the time taken form 
getting a patent to the launching of a product averages 12 years).  
 
Egypt’s IPRs legislation not only did not provide a sufficient patent term, but also 
covered only pharmaceutical products manufactured using special processes; its 
definition of infringement did not include the use, sale or import of a product using a 
process patented in Egypt, when patenting of the product itself was precluded; it excluded 
from patentability substances (prepared or produced by chemical processes) intended for 
use as medicines. Law 132 also contained overly broad compulsory licensing provisions 
that limited the effectiveness of patent protection; a compulsory license was granted if the 
patent was not used, or inadequately used, within three years following patenting; it did 
not allow for the period of four years of not enforcing compulsory license from the date 
of filing (as the Stockholm Act of the Paris Convention requires); its definition of 
infringement did not include the use, sale, or importation of a product manufactured 
through a process patented in Egypt; it permitted parallel importation. 
 
TNCs, whose demands to strengthen patent protection, and curb what they regarded as 
unfair competition were resisted for decades, indicate that the state of IPRs legal regime 
in Egypt prior to 2005 has negatively affected foreign investment and technology 
transfer, weakened incentive for innovation and R&D in the local market, and 
outweighed any benefit to the local economy from the elimination of monopoly rights of 
patents. They do not expect substantial changes after the endorsement of the TRIPS 
agreement, which extended protection to both product and process innovations for a 
period of 20 years, since the Egyptian government succeeded in acquiring permission to 
exclude from patentability two categories of inventions: first, where the prevention of the 
commercial exploitation is necessary to protect public order or morality (safeguarding 
human, animal or plant life or health, and avoidance of serious prejudice to the 
environment), and secondly, diagnostic, therapeutic and surgical methods used in the 
treatment of humans or animals. Moreover, the revision and amendment of rules and 
regulations are not enough, given the generally weak enforcement of the new patent law 
and local courts’ limited experience in handling infringement. The Egyptian government 
is also seeking to register as many products as possible, in an attempt to catch up with 
other countries that currently grant adequate patent protection for pharmaceutical 
innovations. 
 
(7) Bureaucratic interference 
The transfer of technological information, training and financial aspects in the formation 
and operation of commercial and industrial joint ventures, are not free from interferences 
of GAFI. The Ministry of Industry, through its supplier development and brokerage 
service programmes, designed to match foreign affiliates sourcing requirements with the 
production profiles of local suppliers, interferes in the joint provision of services, local 
sourcing and long-term contracts (with domestic suppliers) by foreign affiliates. Investors 
point to interferences from various government departments in decisions related to 
investment, employment conditions, wages, sales and pricing. A comparison between the 
results of the interviews and those of the World Business Environment Survey 2000 on 
Singapore, Costa Rica and Income Category Average countries (Kaufman et al, 2002), 
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demonstrated, in terms of percentage of firms, that (1) business, customs, labour, foreign 
currency exchange, taxation and judiciary regulations are more problematic in Egypt (see 
Table 5.8.3 and Column Chart 5.8.3, page 171); and (2) government interference is more 
pronounced in Egypt (see Table 5.8.4 and Column Chart 5.8.4, page 172). 
 
5.6 Pharmaceutical foreign investment and technology transfer in Egypt 
(1) Level of foreign investment  
Higher living standards (increase in national GDP per capita and literacy rate) have led to 
substantial growth in the consumption of pharmaceuticals in Egypt (International 
Business Strategies, 2004: 5). However, the role of the government in the modernization 
of the health sector, and in the improvement of access of a larger section of the 
population to modern health care facilities, together with its intervention mechanisms, in 
particular import and price controls, have significantly contributed to the rise in the 
demand for medicines (Business Today Egypt, 2000: 57-64 and Business Monitor 
International, 2004). A study by HSBC based its projection of a considerable expansion 
in Egypt’s pharmaceutical market on strong demand stimulated by rapid population 
growth, higher disposable income and increase in government expenditure in the health 
sector (Business Egypt Today, 2000: 57-64).434   
 
The rise in consumption, the main factor attracting foreign investors (Business Today 
Egypt, 2000: 57-64, Business Monitor International, 2004 and International Business 
Strategies, 2004), induced TNCs to intensify their presence in the Egyptian 
pharmaceutical market (Business Monitor International, 2004). They were ‘enlarging 
operations in anticipation of market expansion’ (International Business Strategies, 2004: 
5). Leading market suppliers like Pfizer, GSK Egypt and Novartis have all raised shares 
in local facilities to 85, 90 and 93 per cent respectively, whereas Bristol-Myers Squibb 
invested nearly US$ 30 million in its plant in the outskirts of Cairo, with the aim of 
enhancing production capacity by 20 to 25 per cent, as well as bringing new lines on 
stream, and other (BSAC, 2001: 8). Pfizer was considering building a new plant to turn 
Egypt into its supply point for the whole region; it was, in order to avoid pricing-related 
problems, planning to concentrate on the export of less low-priced items to poorer 
markets, and on supplying other Pfizer subsidiaries with semi-finished products. 
Similarly, for GSK Egypt (the parent corporation’s supply point for the MENA region), 
the intention was to export as much as 30 per cent of its production within the coming 
years.435  TNCs’ participation in the Egyptian market was also growing as a result of their 
acquisitions of domestic industrial entities; for example then Glaxo-Wellcome’s takeover 
of a large part of APIC, completed in the year 2000, was the third largest acquisition 
worldwide in the pharmaceuticals industry in 1999 (Price Waterhouse Coopers, 1999).436
                                                 
434 Health expenditure in Egypt, as a per cent of GDP, went up from 1.6 in 1981 to 1.9 in 2001 (CAPMAS, 
2002). 
 
435 al Ahram al Iqtisadi, various issues. 
 
436 Glaxo Egypt became Glaxo-Wellcome Egypt in 1995, which was turned into and GSK Egypt in 2001, 
following successive global mergers. 
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(2)  Patterns of foreign investment, entry modes and ownership 
In Egypt, since the 1960s, when the local pharmaceutical industry was nationalized, the 
large TNCs (Hoechst, Pfizer and SwissPharma) were drawn into joint ventures (Business 
Egypt Today, 2000: 57-64). Pharmaceutical TNCs, even with a strong preference for 
internal form of organization, are mostly involved in Egypt in low-equity investment 
(joint ventures) and non-equity arrangements, confirmed Espicom Business Intelligence 
(2004). Foreign investment, which is mainly market-seeking, geared to the domestic 
market, rather than the more productive, export-oriented variety (Espicom Business 
Intelligence, 2004), is mostly in the form of joint ventures and licensing agreements, 
shows the Annual Report of GAFI (2001-2002). In Egypt’s pharmaceutical market, 
business alliances, marketing partnerships and leasing technology or brand names to local 
firms, in particular in the private sector, are common (al Ahram Weekly, 28.08.2003).  
 
Pharmaceutical TNCs often enter into joint ventures with local companies in order to 
make up for losses incurred by the home corporation from selling ingredients to the 
subsidiary in Egypt, but are largely compelled by the official price control system (Harik, 
1997: 53). GSK Egypt was drawn by the price control and the low per-capita income into 
a joint venture, which provided it with the ‘jump-start it needed and enabled it to 
diversify its portfolio of products in a way that reduced the expected risks’ (El-Shinnawy 
and Handoussa, 2004: 113 and 107). The foreign affiliates contain substantial local equity 
stake (al Ahram Weekly, 28.08.2003). There has been shift in investment equity make-up 
towards greater domestic share, showed data on investment approvals (ERF, MENA 
Trends Reports, 2003). The foreign contribution to the total equity of investment projects 
decreased from 61 per cent to 24 per cent between 1991/92 and 1996/97, further 
diminishing to only 18 per cent in 2000/01 (UNCTAD, 1999b: 6 and GAFI, 2001-2002). 
No more than LE 3.00 billion out of the LE 18.00 billion total investment in the Egyptian 
pharmaceutical sector in 2002 was from TNCs (al Ahram Weekly, 28.08.2003). Foreign 
investors are also obtaining credit from the domestic banking system to finance various 
investment projects (CBE, 2003). 
 
Licensing agreements are the most common category of foreign investment in Egypt 
(Riyad, 1998, and MOHP, 2002). Most domestic (private and public) firms produce a 
wide variety of prescription and OTC products under license from TNCs in return for 
royalty fees, either because they fail to procure the active ingredients from cheaper 
sources, or the required technological know-how is not easily available from sources 
other than the original inventor (Ghanem, 2002). Close to half of their products are 
manufactured under license (Subramanian and Abd-El-Latif, 1997, and GAFI, 2001-
2002). The MENA Trends Reports showed that while in Egypt 40-50 per cent of 
pharmaceutical manufacturing activities were carried out under licensing agreements, in 
neighbouring Jordan, for example, only 2 per cent of output was produced under licence 
(ERF, 1998). EPICO, Egypt’s largest state-owned pharmaceutical firm, declares that it 
‘made license agreements with a group international pharmaceutical companies to 
produce their products locally to replace the imported ones and cover the increasing 
demand and to acquire technology and know-how;’ it is involved in more than 21 
licensing contracts with renowned pharmaceutical TNCs from the US and Western 
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Europe.437 Memphis, Egypt’s first state-owned pharmaceutical company, which operates 
two large factories, produces more than 40 per cent of approximately 190 products under 
license (Business today Egypt, 2002). 
 
(3)  Market structure: Share of local production 
Egypt, though a developing country with a low per capita income, and consumption of 
medicines, has a pharmaceutical industry that is ‘relatively mature’ (US DOS, 2003). It 
‘grew outside the TRIPS regime’ (ERF, 2002: 74). Egypt’s patent law prior to January 
2005, which placed a premium on improving access to essential drugs, rather than on the 
protection of monopoly rights, has significantly contributed to the development of a 
strong local pharmaceutical industry (USDOS, 2003). It was ‘effective in expanding local 
manufacturing capabilities and stimulating competition’ (Abdelgafar, 2003). The ban on 
imports and the control on prices were also valuable in promoting local production (IMS 
Health, 2003 and USDOC, 2003). The domestic industry has ‘gone a long way to make 
imports of finished medicine very small amounts, worth around LE 100 million per year’ 
(Harik, 1997: 54), and to capture a significant share of the local market (Abdelgafar, 
2003). Local production grew at a Compounded Annual Growth Rate (CAGR) of 10.70 
per cent over the last 6 years, while per-capita consumption increased at a CAGR of 8.70 
per cent (US DOS, 2003).  
 
The local market, during the 1940s and 1950s - when the domestic industry was in an 
embryonic stage with no state protection - was supplied nearly completely from foreign 
sources (BSAC, 2001: 3), with the share of the few small, domestic firms not exceeding 
10 per cent (Wagdi, 1998). The placing of local, privately owned pharmaceutical 
laboratories and factories under the direct supervision of the state during the 
nationalization schemes of 1960s has significantly contributed to their expansion into 
larger, better-equipped enterprises, which heavily embarked on the manufacturing of 
large quantities of essential generics, in order to meet domestic consumers’ growing 
needs (Hamid, 1997, and Business Egypt Today, 2000: 57-64). The economic reforms 
contributed to the development of the local private sector (Business Monitor 
International, 2004); factories increased in number and output, exporting locally-
manufactured products to Arab and African markets (Wagdi, 1998, and Business Egypt 
Today, 2000: 57-64).  
 
The self-sufficiency in pharmaceuticals, or local production as per cent of total 
consumption, increased from 73.6 in 1981/1982 to 93 in 1999//2000, reaching as high as 
96 in 2003/2004, with total value rising from US$ 1.000 billion in 1999, to US$ 1.044 
billion in 2000, and to US$ 1.082 billion in 2001 (CAPMAS).438 Local production, 
according to the US Department of Commerce estimates, covers approximately 92.50 per 
cent of the demand, leaving no more than 7.50 per cent (mostly finished medicines 
requiring advanced R&D, including insulin, vaccines, anti-cancer and some 
cardiovascular products, and baby milk) for imports (USDOC, 2002). That the Egyptian 
                                                 
437 http://www.epico.com.eg  (accessed in January 2004) 
 
438 Annual Industrial Output Statistics, various issues. 
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market was supplied ‘largely by domestic production’ was also confirmed in a recent 
report on Egypt by Espicom Healthcare Intelligence (2004). Egypt is the largest producer 
of pharmaceuticals in the MENA region (Business Monitor International, 2004). The 
share of local production in the market, as percentage of total consumption, is higher in 
Egypt than in all other MENA countries (IMS Health, 2003). In Tunisia, another MENA 
country with a relatively broad and diversified industrial base (CIA World Factbook, 
2003), at the end of 2002, no more than 44 per cent of the domestic market were locally-
produced medicines.439  The share of local production in Egypt is among the highest in 
developing countries, including those with higher GDP per capita (see Table 5.8.5, page 
173, and Column Chart 5.8.5, page 174). 
 
(4)  Local generic production 
The local production of generics is one of the major sources of strength of Egypt’s 
pharmaceutical industry, confirmed the American Chamber of Commerce in Cairo, in its 
SWOT survey (al Ahram Weekly, 28.08.2003). The government Patent Act of 1949, 
which did not allow product patents in the field of pharmaceuticals, has been a key 
instrument in promoting a strong generic industry (Southworth 1996). Prior to 2005, for 
decades, with the lack of patent protection, in the absence of TRIPS commitments, local 
companies were permitted to duplicate industrial knowledge and techniques generated 
abroad to produce replicas of on-patent medicines at substantially lower costs, and 
generic equivalents were made available at the local market before expiry of the 20 years, 
as less expensive alternatives (Riyad, 1998, and Abdelgafar, 2003).440  Government 
permissive rules on compulsory licensing (granted to an agent other than the patent owner 
to use the patent, in exchange for a fee), which eliminated exclusive rights of the patent 
holder, greatly helped local firms (USDOC, 2003). The government policy not only 
permitted to manufacture, market and export low-cost copies of patented medicines, but 
also to grant compulsory licences without enough proof that obtaining a voluntary licence 
failed, and adequate compensation to patents was made (Balat and Loutfi, 2004). 
Close to ‘half of the products’ of domestic (private and public) firms fell under the 
category of generics, showed a study on the impact of Egypt-EU Partnership Agreement 
on the local pharmaceutical sector (Subramanian and Abd-El-Latif, 1997). It is estimated 
that around 50 to 60 per cent of total pharmaceutical production of domestic enterprises 
are generics (IMS Health, 2004). The 180 products of a large domestic private company 
like Pharco, which cover almost all therapeutic groups and conventional dosage forms, 
are all generics (Ghanem, 2002: 15). The share of generic production in Egypt, as 
percentage of total consumption, is one of the highest in developing countries, second 
only to India, higher than the worldwide average of generic market share of 44 per cent 
(see Table 5.8.5, page 173, and Column Chart 5.8.5, page 174). 
 
 
 
                                                 
439 http://www.dpm.tn (accessed in July 2003). 
 
440 American Chamber of Commerce, Business Monthly, various issues. 
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(5)  Building of local technological capability 
The main contribution of pharmaceutical TNCs, whose overall involvement in the local 
market was growing, is according to official reports shifting from the provision of capital 
to the transfer of modern technological resources (MOHP, 2002). Although Egypt 
predominantly remains for pharmaceutical TNCs as a manufacturing site for local market 
supply, some of the foreign affiliates have begun to undertake a certain amount of high-
level innovation functions locally (GAFI, 2001-2002). Market leaders started to invest 
more in R&D and promote Egypt as a location for international drug sourcing; Pfizer has 
conducted test trials for cancer products inside Egypt, as part of its worldwide 
development operations for this class of medicines; Bristol-Myers Squibb has also been 
carrying out parts of its trials in Egypt, considered to offer the advantage of providing a 
more diverse sample of patients for the relevant tests.441  The linkages between local 
entities and foreign affiliates (often supported by strong R&D departments in the home 
countries and an extensive network of laboratories in other host countries), is said to be 
increasing, from which the local industry is benefiting in the acquisition of technology 
and training.442 The sharing of R&D on product design, and productivity improvement 
techniques, which is leading to spillovers to the rest of the economy, is strengthening 
domestic suppliers, stimulating industrial activity, improving the balance of payment (by 
the substitution for imported inputs by local ones), developing the enterprise sector and 
making foreign affiliates less footloose (GAFI, 2001-2002, and ECB, 2003). 
 
There is, however, information that the whole S&T foundation in Egypt is undermined by 
inadequate funding and the relative isolation, or weak links with larger socio-economic 
structures, including industrial sectors (Hamid, 1997). There are in the availability of 
machinery, equipment, raw materials and components ‘visible deficiencies’ (Louis et al, 
2004: 75). The S&T infrastructure, confirmed a study by the World Bank/International 
Development Fund, was placing more emphasis on theoretical research, rather than on 
innovatory functions in productive sectors at the enterprise level (1997). There is a 
disparity between the size and quality of the scientific community on one hand and its 
productivity on the other, pointed out a survey for al Ahram Centre for Political and 
Strategic Studies in Cairo, on the state of R&D; despite impressive numbers of qualified 
academics and researchers in the theoretical and applied sciences (125, 000 to 150, 000) 
in several research centres, performance indicators in R&D are at best ‘rudimentary’ (El-
Sayed Said, 1999). While nearly 70 per cent of the country’s more than 300 S&T 
institutions are engaged in higher education and relevant academic programmes, only 16 
per cent are involved in activities specifically connected with the productive sector 
(Business Egypt Today, 2000: 57-64).  
 
The key elements of the National System of Innovation (NSI) are largely neglected 
(Abdelgafar, 2003). Local pharmaceutical firms show weaknesses of limited R&D 
(BSAC, 2001 and al Ahram Weekly, 28.08.2003), to which allocations are less than 2 per 
cent of revenues, much lower than 12 to 20 per cent in developed countries (BSAC, 2001: 
                                                 
441 al Ahram al Iqtisadi, Weekly, various issues. 
 
442 Ministry of Foreign Trade, Monthly Economic Digest, various editions. 
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20). In a large subsidiary like GSK Egypt, ‘[h]ardly any R&D takes place,’ with the ‘few 
exceptions of the development of some products for local conditions’ (El-Shinnawy and 
Handoussa, 2004:106-07). The industry’s total R&D expenditure was at the end of the 
1990s below the benchmark of 1 per cent of GDP, with only a few institutions engaged in 
quality control, design, standardization, etc. (Ghanem, 2002: 12 and USDOC, 2002). It 
was seen as insufficient to prepare the local industry for an environment becoming more 
restricted by (impending) stringent patent laws (al Ahram Weekly, 13.04.2000 and 
Abdelgafar, 2003).  
 
The local pharmaceutical industry is not strongly based on innovation (Ghanem, 2002: 
12, and USDOC, 2002), slow in its move toward greater originality, and relies on the 
‘imitation of foreign technologies’ (Abdelgafar, 2003). It needs external sources, 
particularly TNCs, for high-cost technical know-how (Business Today Egypt, 2000: 57-
64 and USDOC, 2002). It is limited to the preparation of end-use products for final 
consumption (Ghanem, 2002: 12, and USDOC, 2002). GSK Egypt is basically engaged in 
processing of imported bulk chemicals into dosage forms (El-Shinnawy and Handoussa, 
2004:106-07). The local industry imports most of the required active ingredients (Harik, 
1997: 55, and Abdelgafar, 2003), from foreign licensors and raw material suppliers, 
mainly in France, Switzerland, Belgium, Germany, the UK and the US (USDOC, 2002). 
In 1995, it imported 80 to 90 per cent of its needs, with an import bill value of US$ 221 
million (IMS Health, 1999). In 1999, nearly 85 per cent of the industry output was based 
on imported substances (USDOS, 2001). The pharmaceutical industry in Egypt is ‘import 
intensive,’ importing more than 90 per cent of all its raw material, which makes it ‘highly 
vulnerable to movements in the exchange rate,’ noted PhRMA in its Industry Profile 
(2001: 16).  
 
The Egyptian market, as is typical of the pharmaceutical industry worldwide, shows a 
relatively high degree of concentration, with the top 5 and 10 firms controlling in the late 
1990s 27 per cent and 44 per cent share respectively (Riyad, 1998, and IMS Health, 
1999). The largest five were estimated by the Business Studies and Analysis Center of the 
American Chamber of Commerce to capture approximately one-third of the market 
(BSAC, 2001). The shares in the market of private (TNCs affiliates and domestic 
companies) and public sectors have been changing since the late 1970s, as private activity 
has ‘steadily increased during the last 25 years’ (Business Monitor International, 2004: 
4), gradually enhancing its share (Ghanem, 2002: 13). The public sector, on the contrary, 
began to lose its market share from 80 per cent in 1980s to 45 per cent in the FY 1993/94, 
registering further decreases from 38 per cent in 1997/98 to no more than 30 per cent in 
2000/01 (CAPMAS).443 It remained in 2003 at 30 per cent, with the remainder taken by 
the private sector (International Business Strategies, 2004).444  The relatively poor 
                                                 
443 Annual Industrial Output Statistics, various issues. 
 
444 The Country Commercial Guide of the Dept. of State put the total share of the private sector in 2001 at 
71 per cent, and that of the public sector at 29 per cent (USDOS, 2001). The Business Studies and Analysis 
Center of the American Chamber of Commerce in Cairo estimates that the private sector dominates over 
three-quarters of the local market (BSAC, 2001). The Business Monitor International also calculated the 
share of the public sector at around 25 per cent (2004: 4). 
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performance of public sector enterprises, which relied for marketing entirely on Egydrug, 
a state-owned organisation, is the result of limited capabilities of R&D and promotion, 
high operation costs and distribution problems (Riyad, 1998). In contrast, domestic 
private companies made a relative commercial success (and profitability), owing to 
competitive sourcing of raw materials, a wide-range of products, the option to decide on 
individual product blends - an advantage generally unavailable to public sector 
companies (and foreign subsidiaries) - together with the access to several rewarding 
export markets, to which they can freely export by passing restrictive margin ceilings 
imposed on products sold locally (Business Egypt Today, 2000: 57-64). 
 
Egyptian manufacturers, according to Business Monitor International, contribute to 50 
per cent of production (2004: 4), while the TNCs accounted for 29 per cent (al Ahram 
Weekly, 28.08.2003). However, taking into consideration TNCs’ direct exports and 
licensing to domestic firms, their total share of the Egyptian market was calculated to be 
as high as 67 per cent (Ghanem 2002: 13). The US Department of State estimated that no 
more than 7.5 per cent of the industry output, mainly sugars, acids and capsules, could be 
considered as completely local production (USDOS, 2001). On the other hand, 
subsidiaries of the large TNCs, involved in the Egyptian market for decades, hold a 
leading position in production and sales (Business Monitor International, 2004). GSK 
Egypt, first in terms of sales value and volume (El-Shinnawy and Handoussa, 2004: 111), 
has 8.30 per cent share of the market (Business Monitor International, 2004: 16), and a 
large share of sales of the top five therapeutic groups (El-Shinnawy and Handoussa, 
2004: 112). Bristol Myers Squibb and Novartis manufacture three of the top ten products, 
and Hoechst Roussel and Pfizer have a few highly popular brand names (Business Egypt 
Today, 2000: 57-64). Novartis had in 2001 the fourth best selling product worth US$ 
10.30 million (Business Monitor International, 2004: 17).  
 
5.7 Concluding notes 
(1) The ‘Islamic-Arabic State’ (IAS) in Egypt has high level of centralistic-power, 
autonomy and strength, in a poor and weak society, with modest private economic 
contribution, often dependent on political authority. It is dominant and capable of 
exerting a decisive role in social structure, and in social change and economic 
development. The major characteristics of the IAS-society interaction, and the historical 
dependence of economic activities and resource allocation on political rationality, showed 
during the past five decades a marked, organic and operational, continuity. The IAS, with 
an almost institutionalized presidential succession, and a fifth consecutive 5-year term of 
office for the present President, stayed on as a Presidential state, strong with high degree 
of isolated autonomy, acting as an authoritarian social engineer, imposing its own view 
on a weak society, and taking on extensive functions, beyond safeguarding law and order, 
and defending borders. The unwillingness of the President, commanding a large 
government bureaucracy, to turn down enormous power and wealth, and the poverty and 
weakness of the society, prevented the depoliticization of the economy; privatisation and 
liberalisation, as government-led and managed projects, were slow and partial, if not 
cosmetic and rhetorical, serving to bring about an expansion in bureaucratic structures, 
expenditures and administrative functions. Most vital tangible and intangible resources 
remained under the control of the government, which dictated by local political economy 
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conditions, considerations and exigencies the response to the challenges of what have 
been labelled as global economic trends.  
 
(2) On relevant aspects of the interaction between the Egyptian government and 
pharmaceutical TNCs, there are no publications. Meaningful insights into the type and 
form of negotiations taking place between government officials and foreign investors are 
also not allowed to have. There is, however, convincing proof (including that coming 
from the survey of foreign investors’ opinion) that the highly autonomous government 
bureaucracy, in the Egyptian  pharmaceutical sector, the source of inexpensive medicines 
for a large population with limited income, has maintained after the Infitah the 
interventionist function acquired following the nationalization schemes. It continued, as a 
form ‘neo-Weberian bureaucracy,’ through its centralized bureaucratic and administrative 
mechanisms, and control of national assets, by capitalizing on the attractiveness of the 
local pharmaceutical market (its size and growth prospects, in particular), to wield 
restrictive (and permissive - on the protection to IPRs and patents) policy-legal 
instruments, in relation to importation, registration, operations requirements, local and 
generic production, subsidization and price.  
 
(3) Available information show that various aspects of the organization of pharmaceutical 
foreign investment in Egypt, including modes of entry and transfer, have strongly been 
influenced to create a solid domestic pharmaceutical industry (by developing countries 
standards), with local production of generics and under licence supplying much of the 
market. There is quantitative evidence that the share of local and generic production in 
Egypt, as percentage of total consumption, became among the highest in developing 
countries, including those with higher GDP per capita. The qualitative and quantitative 
analyses indicate that patterns of corporate business operations in the pharmaceutical 
market in Egypt have remained to a large extent in line with the national objectives, 
according to the logic of the IAS. The political economy of the pharmaceutical industry 
in Egypt can only suggest that the IAS has been more successful (in comparison to other 
developing countries) in maintaining its external economic sovereignty, in dealing with 
pharmaceutical TNCs. 
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5.8    Tables and Charts 
 
 
 
 
 
 
 
 
 
 
 
                    Table 5.8.1 Alternative Aggregate Indices of Economic Freedom 
 
 
                  Economic Freedom Rating (maximum = 10)a 
 
Index of Economic 
Freedom* 
    (maximum = 5)b
Country   1975   1980   1985   1990   1995 1975 1998 2004 
Egypt     2.1    2.7    3.2    4.2    4.0 1.72 1.65 1.50 
Singapore     6.4    6.8    7.7    8.3    8.2 3.70 3.75 3.75 
UK     5.1    4.6    6.2    6.7    7.3 3.05 3.05 3.05 
 
* The original index, which is an inverse measure of economic freedom, was inverted by 
subtracting the score given from 5 (the highest possible score on the original index). 
 
a. Adopted from Gwartney et al (1997).  
       b.   Adopted from Holmes et al (1998) and Miles et al (2004).     
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Table 5.8.2  Country scores* on Indices  of Economic Freedom  
1998 and 2004 
 
 
      Policy regulations 
 
 
Egypt 
 
 
Singapore 
 
UK 
 1998* 2004* 1998* 2004* 1998* 2004* 
Business  4.0 4.0 1.0 1.0 2.0 1.0 
Trade  5.0 4.0 1.0 1.0 2.0 1.0 
Monetary 3.0 1.0 1.0 1.0 1.0 1.0 
Capital flows 3.0 3.0 1.0 1.0 2.0 1.0 
Taxation 4.5 NA 3.0 NA 4.5 NA 
Banking 3.0 4.0 2.0 2.0 2.0 1.0 
Wage and price controls 2.0 3.0 1.0 2.0 2.0 2.0 
Property rights 3.0 3.0 1.0 1.0 1.0 1.0 
 
* 5 = Highest possible score, an inverse measure of economic freedom. 
 
 Adopted from Holmes et al (1998) and Miles et al (2004). 
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Table 5.8.3  Percentage of firms rating local regulations as problematic 
 
 
Policy areas 
 
 
 
 Egypt 
Income 
Category 
Average 
Singapore Costa  Rica  
A Business 88 76 12 62 
B 
 
 
 
 
 
 
Judiciary 62 41 8 30 
C Customs/ external trade 57 44 12 56 
D Labour 42 36 22 44 
E Foreign currency exchange 36 32 8 15 
 F Taxation 84 63 14 50 
 
Adopted from Kaufman et al (2002). 
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Table 5.8.4  Percentage of firms rating  
government interferences as problematic 
 
 Income Costa          Areas of interference Egypt Category Singapore Rica  Average 
A Investment 72 65 20 25 
B Employment 75 68 25 18 
C Sales 68 63 20 25 
D Wages 65 68 40 58 
E Pricing  62 60 48 18 
 
Adopted from Kaufman et al (2002) 
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Table 5.8.5  Local and Generic Production, 
as percentage of total market, 
in selected developing countries 
 
Country 
GDP per 
capita - 
purchasing 
power 
parity - 
US$ 
(2004) 
GDP per 
capita % 
ratio 
Local 
Production 
% total  
market 
(2004) 
Generic 
Production 
% total 
market 
(2004) 
Argentina 12, 400 100 NA 3 
Malaysia 9,700 78.25 30 20 
Brazil 8,100 65.32 64 6.5 
Thailand 8,100 65.32 65 NA 
Turkey 7,400 59.68 47 NA 
China 5,600 45.16 80 NA 
Philippines 5,000 40.32 36 31 
Egypt 4,200 33.87 96 60 
Indonesia 4,200 28.23 90 NA 
India 3,100 25.00 95 67 
Pakistan 2,200 17.74 55 NA 
Kenya 1,100 8.87 10 NA 
Nigeria 1,100 8.06 35 NA 
 
Adopted from CIA (2004), Espicom Business Intelligence (2004) 
and IMS Health (2004) 
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PART IV     CONLUSIONS 
The relations between economic and political spheres have been a concern exercising 
great minds from the era of Plato and Aristotle to the present day. From the intellectual 
dialectic to device a comprehensive, yet comprehensible, conceptual framework for the 
way, at the international level, politics determine aspects of the economy, and economic 
institutions influence political processes, evolved a generous academic enterprise known 
as IPE. On the international political economy, or the relationship between the nation-
state and the world market, IPE perspectives, since the remarkable growth of TNCs, have 
turned to the impact of corporate business undertaking on the host states, in the recurring 
debate between advocates of state-withering and their state-maintaining critics. 
 
Running as a common thread through colourful state-withering tapestries woven during 
the past the decades by scholars, commentators and public officials, in home and host 
countries, has been the popular claim that large TNCs, penetrating most political 
boundaries in nearly all continents, are overpowering the host state, rendering it 
functionally redundant. The spatial characteristics of TNCs have perhaps inadvertently 
done most to foster the holistic and economic-deterministic view that the world market 
economy (labelled as international, multinational, transnational, or global) is undermining 
the relevance of the nation-state. This presumed boundary and coherence problems facing 
the state, and its demolition as an independent variable, are however countered by writers 
in state-maintaining, politicist-statist approaches to the state-market relations. 
 
Though, between international politics and international economics, it seems, there are 
mutual influences and effects, the principal, established IPE paradigms, politicist and 
economistic, are deterministic, presuming a causal, immutable or static relationship; 
interactive models, which look at politics and economics as being functionally 
distinguishable, but involved in exchange and reciprocal effects, remained less known, 
with little influence.  
 
This dissertation, in the midst of the undeniable differences between various host 
countries in amount, form and pattern of foreign investment, finds the systemic-
economistic reasoning of the state-withering perspectives as seductive superficially, 
flabby and unwarranted. It also records the failure of proponents of the state demise, as 
well as of the defenders of the state survival, to demonstrate in empirical terms the 
primacy of the TNC over the state, or vice versa. They are at odds on the condition of the 
external economic sovereignty, or the autonomy in the international sphere to pursue 
economic policies in the national interest, in bulky and ramified literature, parts of it 
unedifying and unscientific, with more than a fair share of controversy. They, on the 
state-market relations, offer in a notable methodological diversity an array of different 
explanations and descriptions, but no single set of generally-accepted definitions and 
classifications. They, of IPE, give different impressions, with a widening schism, and 
leave any IPE theory scattered into a multitude of puzzle. 
 
For this scholarly state of IPE, this dissertation argues, a major reason is that the wide-
range of state-withering hypotheses, statements and conclusions, as well as statist 
analyses, show a striking lack of concern with technology transfer, though undoubtedly 
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the main issue between HDCs and TNCs. Students and analysts of IPE can be blamed for 
a noticeable underdevelopment of research on factors determining technology transfer, 
definitely at the very interface of the clash between the logic of the state and the logic of 
the market.  
 
This dissertation sought to call attention to variation across different countries and 
regions in the continuity, or loss of the explanatory relevance and significance of the 
nation-state in IPE. It developed an analytical framework, different from those in much of 
the previous research on the state-market relationship, based on the study, in several 
fields, of the host state-TNCs interaction on the transfer of technology. It applied the 
success in acquiring foreign investment and technology transfer on favourable terms and 
conditions as the yardstick for the external economic sovereignty. It assumes a 
deterministic, causal relationship between the most significant TNCs-, or technology 
transfer-related issue (variable), and the most influential state-related resource, or 
instrument (variable) in the economy. Chapter 1 identified the first variable, on which the 
host state and TNCs differ (and, therefore, negotiate) most, as the mode of entry and 
transfer. Chapters 2 and 3 suggested that the second, in states with high level of strength, 
autonomy and sovereignty, is the legal-policy system of bureaucratic administrators. The 
causal relationship between the two variables was investigated in the pharmaceutical 
industry in Egypt, in chapter 5.  
 
The case study applied a known theory, like neo-Weberian functionalism to is technology 
transfer, as a new terrain, which, and sought to show that it is possible to extend this 
acknowledged theory to account for economic sovereignty of the host state in Egypt on 
terms and conditions of the transfer of pharmaceutical technological assets, as the 
particular phenomenon under investigation. An industry like the pharmaceutical in a 
prominent developing country at the centre of the Islamic and Arabic MENA region like 
Egypt was selected due to its relevance as a single-country case study for the IPE debate. 
The first reason is that between pharmaceutical TNCs (reported to make huge profits on 
high-cost, corporate-specific technological innovations, with particular inter-state 
industrial and marketing strategies), and the host state in Egypt (like most other MENA 
countries, in the low-income, high birth-rate category, in dire need of foreign investment 
and technology), on medicinal and pharmaceutical technical knowledge, known to have a 
profound impact on human health in all societies, the relationship is largely conflictual. In 
the pharmaceutical industry in Egypt, there is necessarily the need for the logic of the 
political to exercise control on, intervene into, or influence the logic of the technology 
market; government bureaucratic leaders are in an adversarial position, perceptibly 
induced to use the location-specific resources, and formulate appropriate legal and policy 
instruments, with aim of organising and directing foreign investment and technology 
transfer in line with domestic objectives.  
 
The second reason is that the political economy of the pharmaceutical industry in a 
country like Egypt, where the logic of the market seems to determine the logic of the 
state, is poised to fit in the picture depicted by state-withering perspectives. 
Pharmaceutical TNCs (large and powerful, in control of most R&D, production and sales, 
in a internationalised, or globalised market) in Egypt (said to be committed since the 
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Infitah in the mid-1970s to the liberalisation and privatisation of Nasser’s centralised and 
socialist economic system), are apparently in a strong position to shift the balance of 
bargaining power relations with the host state in their favour. In the pharmaceutical 
industry in Egypt, it is more problematic to attain the logic and contrary evidence of what 
would represent a counter-intuitive or ‘deviant’ case, in terms of the degree of the 
external economic sovereignty of the host state. It is, taken at face value, for the specific 
purpose of this dissertation, is expected to be a ‘hard’ case, bearing no credibility to its 
central thesis, key argument and main theoretical claim.  
 
However, my personal experience and academic research has made me aware that in the 
MENA countries, the heartland of the Muslim and Arab world, the constellation of 
natural, historical conditions, specific to the region, created an ‘Islamic-Arab’ socio-
political culture, with a particular internal political economy, state-society interaction and 
state formation, regardless of temporal and contextual categorizations. The countries of 
the MENA region are known to share a long history of ‘Islamic-Arabic’ socio-political 
tradition of wealth creation and economics as a reflection of power and politics. In Egypt, 
like in other MENA countries, for centuries, ideology, power, coercion, politics and 
military considerations have been decisive in the evolutionary or developmental pattern 
of social and economic change. In Egypt, clearly politics is not only about economics, but 
remain also about history, culture and ideology; the conflict between continuity and 
change became long-lasting and run into a stalemate, with the state-society power 
relations showing more continuity in comparison to the Western political economy, 
which has changed into far from a relic of traditional society. What I call the IAS, in a 
large society of low income and modest level of education (by developed countries 
standards), has recurrently been in a better position to control social groups, institute 
rights and rules, and impose political aims and interests on the economic system. It is, in 
many respects, fairly different from the Western European model, where much of state-
withering prescriptions and predictions in contemporary scholarship were developed.  
 
Not only, in general, it is necessary to keep the research feasible, meaningful and within 
reasonable limits, but also national economic policy-making in the contemporary world, 
in all countries, at various levels of development, remain complex and vast, with many 
aspects, and each aspect of it requires a full-length inquiry. Furthermore, the case study 
included field research that was not an easy task, and the required information was not 
always obtainable, due to the secrecy coating a profitable, enormous industry like 
pharmaceutical, often scrutinised by host national governments, notably in HDCs, along 
with the nature of the political, bureaucratic and administrative system in a developing 
country like Egypt.  
 
Nevertheless, available qualitative and quantitative evidence made it clear that in Egypt 
the host government bureaucratic price control system (official pricing) of 
pharmaceutical products, and the lax pharmaceutical patent regime - which allowed the 
local pharmaceutical industry to develop, heavily relying on local production of generics, 
and under licence products - remained respondent to internal political economy 
conditions and objectives, in opposition to the interests of powerful TNCs. The 
bureaucratic policy and legal measures, restrictive (on TNCs), and permissive (on 
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domestic producers), resisted decades of relentless economic pressure to change (and 
upgrade to international standards) from the large pharmaceutical TNCs and the US 
administration, across the border. 
 
The case study suggests that the changes in the international system had a little, if any, 
substantial effect on the basic features of the domestic political economy in Egypt. The 
Islamic-Arabic State, in the absence of other, competing agencies of change, sustained its 
power and insulation, with a strong President, far-reaching military tutelage, controlled 
channelling of political discourse and explicit limits on attempts to incite masses. The 
IAS prevented the construction of a new social contract, required for a free market 
economy, which is nothing less than a new philosophy of governance built on a new-
found institutional and legislative framework. An interventionist IAS bureaucracy, with a 
high level of isolated autonomy (and internal sovereignty), reacted to the changes 
associated with relatively more involvement of private actors, and higher levels of foreign 
investment, advancing its own expansion, in structure, expenditure and function, and 
consolidating its internal autonomy (and sovereignty). It continued as a form of ‘neo-
Weberian bureaucracy’ to direct the course of economic development, carefully planning 
the limits of privatisation and liberalisation, and allowing only largely superficial 
changes.  
 
The findings of the case study indicate that the IAS bureaucracy, highly centralised, 
politically and institutionally, with an absolute control of most significant locational 
resources, was able to extend its relevance, power, strength, coercion, autonomy and 
sovereignty, in territorial and social control, from the societal level to the international 
level. The IAS bureaucracy, which was capable of developing and growing in size and 
function, in wealth and power, with more involvement in international economic 
relations, maintained the relative freedom to independently device and implement own 
external goals; its legal and policy instruments remained as an independent variable, as 
the product of the exigencies of domestic politics, not of the science of formal economics, 
amid the pressure of strong external economic forces, with all their consequences, which 
were dealt with and countered, as a dependent variable. The findings suggest that in the 
evolution of the ‘MENA Islamic-Arabic pharmaceutical market,’ as a particular ‘regional 
political economy,’ the logic of the political shows continuity, or resists change, in 
structure, operation and determinate effect, in the opposition to the logic of the economic, 
that in various national and regional political economies, each with its own, unique 
constellation of underlying location-specific factors, which are natural, historical and 
socio-cultural, the continuity (or loss) of the explanatory relevance and significance in 
IPE of borders, territories, nation states and national interest is different. They lend 
support to the theoretical claim made in this dissertation 
 
But why is that? The answer lies in the fact in Egypt, traditional, ‘Islamic-Arabic’ social 
and political ideas, attitudes and relationships, manifest resiliency and persistence to 
economic change. After independence, an autonomous, strong and authoritarian IAS was 
capable of leading the bourgeoisie that had been circumscribed by foreign colonial 
powers, left in the agricultural sector and denied wide access to industrialisation (except 
for some isolated social groups, in sectors derived from agricultural commercialisation). 
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It acquired hegemony over the economy, as a capitalist state - not in the Marxist sense, 
based on social stratification - and assumed the role of the bourgeoisie through 
bureaucracy-controlled, import-substitution industrialisation strategies, relying on foreign 
aid and capital. Furthermore, after the Infitah, the IAS bureaucracy kept the bourgeoisie 
that emerged during economic liberalisation and privatisation to it connected, and on it 
dependent. In Egypt, contrary to government official announcements, the evolution of an 
independent and strong bourgeoisie in the society was hindered, and the development of 
democracy and market economy was impeded, with orientation to political organisation 
remaining as a combination of organic and hierarchical power structure, and to polity as 
President-oriented; the course to political action, continued as traditional and 
traditionalistic, and to civil society, as statist and authoritarian, while to the economy, as 
central-planning, state-controlled, public sector-dominance, and bureaucratic 
intervention; the main features of the political economy persisted, and the explanatory 
relevance or significance of the national interest, and political choices and actions in the 
structure of external industry, investment and trade continued.  
 
What are the principal conclusions that can be drawn from the case study?  
(1) The understanding of ‘continuity’ and ‘change’ as interdependent forces, processes  or 
phenomena, which without the history of societies and civilizations cannot be understood, 
is at the heart of social science. Not to have continuity means to become extinct, or to 
change so much so that there is something new, or something altogether different. The 
understanding of the tension and interaction between forces of continuity and of change 
has certainly become more difficult with the undeniable increase in the complexity of 
social reality. The boundaries between politics and economics, as well as between 
external and internal domains, became more blurred, following the disappearance of Cold 
War certainties, liberalization of trade, technological revolution, changes in business and 
industrial organization, and more conspicuously, high levels of economic exchanges 
between countries. To traditional concepts like power, ideology, autonomy, sovereignty, 
and to the role of identity, interests and institutions, new meanings and dimensions were 
given from one way or another by what has been referred to as globalisation. There are in 
the growth of foreign investment consequences for the relevance or practicality of 
unqualified autarchy, and economic development, once a matter nearly, entirely of 
domestic decision-making, is now an issue of contention between the state and other 
powerful non-state actors like TNCs. There is little doubt that it is difficult to steer, in a 
perceptive sense, a clear path between exaggerating and underestimating the effects of the 
recent changes in the international market, evidenced in the current logical and evaluative 
difficulties of the study of the state-market relationship. 
 
(2) There is, however, even less doubt that the modern world is characterised by the 
natural, historical and cultural individuality of geographical locations. Across different 
regions and countries not only history, geography, size and natural resources, but also the 
kind of social inheritance, and traditional socio-political norms, are far from identical. 
Various regions and countries differ in the course of evolution of centuries-old, local 
social and cultural predispositions, and vary in the continuity, or change, in the prevalent 
system of political beliefs, ideas, values and attitudes. They show broad variations in 
location-specific, internal political economy conditions, state-society configuration, state 
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materialistic and psychological resources and endowments, type of institutional and 
bureaucratic underpinnings, as well as context-specific goals and calculations, which act 
(or fail to act) as a medium through which international market forces and pressures are 
filtered. These variables or factors, as the source of state strength (and weaknesses), and 
degree of external economic sovereignty, create, in the realm of thought and action, 
differences in the continuity (or loss) of explanatory relevance and significance of the 
nation state in the international political economy. They, which are multiple, and for the 
most part interacting, have a history-contingent, ‘conjunctural’ rationale. 
 
(3) The are national and regional political cultural, with different components that 
differently reconstitute the effects of globalisation and the responses to globalization, 
which vary from country to country and region to region throughout the world. They 
bring about tridisation, regionalisation or glocalisation, instead of internationalisation or 
‘globalisation.’ They are responsible for the acknowledged variation and non-uniformity 
across various countries and regions, in the way foreign investment benefits and costs, 
and international market constraints (and opportunities), are managed and articulated. In 
certain countries and regions, national bureaucratic legal and policy instruments remain 
effective in bringing about changes in inter-state corporate business operations, and 
transfer of resources. The difference in national bureaucratic policy-making in the 
international market mean that not only in any country, in some areas political decision 
and discretion are retained more than in others, but also that in some of the different 
political economies, there is, as a result of external economic forces, a much less 
narrowing of policy options; there is a difference in external economic sovereignty. This 
cross-country and cross-regional heterogeneity in internal political economy conditions, 
and in state-market interactions, is evident in the well-known segmentation of the 
pharmaceutical market, and the differences in prices of pharmaceuticals between 
countries.  
 
(4) Markets, like States, are different. In the Market for commodities with a substantial 
social and public dimension, in large and poor societies, there is more in need for the 
logic of the political to determine the logic of the economic; the scope of political 
rationality and will, and organisation and intervention is higher, and the role of the 
government bureaucratic policy measures on performance, in order to reach domestic 
targets, is more required. Moreover, in such a Market, when attractive, the major players, 
themselves, are more willing (and able) to have room for scours of host state restrictive 
rules and measures. Markets and States, despite their differences, reflect philosophical 
norms and legal precepts that contrast and overlap at one and the same time. Concepts 
such as justice, order, authority, rights and obligations are at the base of both, and not 
only states (or governments) become subject to public concern, but also markets to rules 
and regulations.  
 
What are main analytical indications of this dissertation for the study of IPE?  
(1) Given the variety of states and of markets, and the diversity of situations of state-
market interactions, which require different considerations and analyses, there can be 
little in the way of appropriate, wholesome study of large-scale socio-economic and 
political change irrespective of the region in which it occurs. Theorizing on a given type 
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of state involvement, participation and relevance cannot be derived from some overall 
generalisations. Any indiscriminate, broad statements, and mono-causal conclusions, are 
in search of proper analytical qualifications. Generalisation, it must be conceded, is 
problematic. Generalist theories are abstract and not universally applicable. Abstraction 
enables a theory to specify the conditions in which it claims to hold, which makes it 
exclude many situations in which it would be inapplicable.  
 
(2) With most of the political writing on the definition the state, and the associated 
vocabulary involving such terms as legitimacy, authority and sovereignty, primarily 
occurring in Western Europe (and North America), mostly evaluating a purely Western 
European experience, there can be no any single recipe, method or agenda for appraisals 
of the condition of the economic sovereignty. Any acknowledgment of the diversity in 
moral, cultural and social categories of human societies compels recognition, in the study 
of the international political economy, of the limitation of universally-accepted set of 
assumptions, which in effect implicates applying concepts of a particular philosophical 
tradition to societies, historically and culturally, different from societies in which the 
norms have originally developed. There can be, as long as there are a variety of histories, 
cultures and internal political economies, no theoretical model assuming a generic scope.  
 
(3) The claim, sponsored by many, in a variety of theoretical orientations, of economic 
and technological forces creating an international or global world economy, in which 
national political boundaries are eclipsed and governments are no longer important, 
across different societies, in various geographical locations, is openly contestable as 
crude. It is, for the study of the political economy at the international level, inadequate 
and inconvenient, and aversion to applying it is largely justifiable. 
 
(4) A successful theory has to accommodate the variation between societies in the 
developing countries and regions, in terms of social structures, modes of production, 
foreign investment and technology transfer, and in external economic sovereignty. Each 
case, country or region is different, requiring specific method of analysis and research 
strategy, in an approach that emphasises endogenous determinants and mechanisms, as 
much as exogenous factors, for the development of a given society, and focuses on state 
structure, degree of internal autonomy, state-economy linkages, and government 
bureaucratic elite’s resources. The ‘bureaucracy-centric’ approach to state action in the 
international political economy, in its methodological component, which implicates the 
subordination of economic processes to moral and political values, both in a normative 
and a descriptive sense, and casts a serious scepticism over economic determinism, is 
more valuable in generating more theoretically well-founded and empirically valid 
hypotheses on the explanatory position of the nation-state as the fundamental political 
unit in IPE. This is an argument for the construction of a mid-range theory, applicable not 
only for one single case or country, but not intended to be generally valid for all cases, 
countries and regions. 
 
(5) The main issues surrounding the transfer of knowledge capital, in important modern 
industries, are a major source of conflict between producers, in the rich, Western 
developed countries, with strategies to protect them (and localize their use), and 
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consumers, in the poor, non-Western developing countries, with policy measures to 
acquire them under advantageous terms. They are behind a great deal of the 
transformation of the international political economy, and play a crucial part in the 
shaping of patterns, challenges and consequences of the internationalisation, or 
‘globalisation,’ of financial capital and industry.  The organisation and the direction of the 
transfer of technological innovation, on which clearly diverge the logic of the political, to 
check over capital accumulation, and the logic of the economic, to direct wealth creation 
to most rewarding locations, must be adequately taken into consideration in any analysis 
of the political economy of the HDCs-TNCs interaction. Furthermore, the neo-Weberian 
emphasis on the many ways through which national political institutions determine 
individual interactions, social development strategies and economic exchanges in the 
international market, must rely on a political-culturalist approach, and properly take into 
account regional particularism in political thought and behaviour.  
 
(6) There is, in sum, the need for a multi-disciplinary, inter-disciplinary, or trans-
disciplinary IPE, which has more potential in overcoming the present segmentation of the 
problematic area of inquiry of the state-market relationship into separate denominations. 
It can help to better understand the most pressing and interesting problems evolving from 
the complex dynamics of the modern international political economy that scholars and 
policy-makers confront, in the ongoing endeavour of laying the foundations of more 
efficient, and more equitable societies and economies. 
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